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PREFACE. 


The  character  aiid  scope  of  this  treatise  I  have  en- 
deavoured to  explain  fully  in  the  introductory  chapter ; 
it  remains  for  me  liere  to  acknowledge  my  debts 
to  the  works  that  have  chiefly  aided  me  in  com- 
posing it.  After  J.  S.  Mill's  book,  from  which  I  first 
learned  political  economy,  and  on  which  the  present 
work  must  be  understood  to  be  primarily  founded,  I 
believe  that  I  owe  most  to  Jevons'  Tfworj/  of  Political 
Economy,  the  leading  ideas  of  which  have  been  con- 
tinually in  my  thoughts.  I  am  also  considerably  in- 
debted both  to  Caimes'  Leading  Principles  of  Political 
Economy  and  to  the  Economics  of  Industry,  by  Mr  and 
Mrs  Alfred  Marshall,  together  with  some  papers  by  Mr 
Marshall  on  the  theory  of  Value  diagraminatically 
treated,  which  have  been  privately  printed'.  I  have 
also  derived  valuable  suggestions  from  Mr  Ream's 
Plutology,  and  from  Mr  F.  A.  Walker's  Wage^;  also 
from  Mr  Macleod,  as  regards  the  theory  of  Money,  and 

'  Mr  Manball  also  lent  me  for  perusal,  several  years  ago,  some  MS8  on 
Foreign  Trade  which  have  not— so  far  as  I  know— been  printed. 
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to  some  extent  in  treating  of  Wealth  and  Capital — 
though  I  do  not  agree  with  most  of  Mr  Macleod's  views. 
I  must  also  express  my  obligations  to  the  writer  of  an 
article  on  'Industrial  Monopolies'  in  the  Quarterly 
Review  of  October  1871. 

Among  foreign  writers,  I  have  derived  most  assist- 
ance from  the  works  of  Professor  A.  Wagner  and  the 
late  Professor  A.  Held ;  especially  from  the  former's 
elaborate  systematic  treatise  on  the  subject.  I  am  also 
indebted  to  Cournot's  Principes  Mathematiques  de  la 
Theorie  des  Richesses,  and  to  Schiiffle's  Quintessenz  des 
Socialismu^  and  Bau  und  Leben  des  Socialen  Korpers. 

Finally,  I  must  acknowledge  gratefully  the  aid 
that  many  friends  have  kindly  given  me,  by  supply- 
ing information  or  suggesting  corrections  required  for 
various  portions  of  the  work  while  it  was  in  progress ; 
among  whom  I  must  particularly  mention  Mr  F.  W. 
Maitland,  of  Lincoln's  Inn,  and  Mr  J.  N.  Keynes, 
of  Pembroke  College,  Cambridge.  To  the  latter  I 
am  especially  indebted  for  his  kindness  in  reading 
and  criticising  the  proof-sheets  of  the  greater  part 
of  the  book :  which  has  enabled  me  to  improve  it 
in  many  respects. 


In  revising  the  book  for  a  second  edition  I  have 
carefully  considered  all  the  published  criticisms  of  it 
that  I  have  seen,  and  also  the  criticisms  that  have  been 
kindly  sent  nie  in  private  by  several  peraons — among 
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whom  1  ought  especuiUy  to  thank  Mr  F.  Y.  Edge- 
worth,  Mr  Carveth  Read,  and  Mr  P.  H.  Wicksteed. 
I  have  usually  modified,  and  sometimes  rewritten,  the 
passages  criticised :  but  I  have  not  altered  my  views 
on  any  point  of  fundamental  importance.  I  have  also 
endeavoured  to  shorten  and  simplify  several  parts  of 
my  exposition  which  appeared  to  me  needlessly  prolix 
or  complicated :  and  have  thus  been  able  to  make  room 
for  a  cert^ain  amount  of  new  matter  without  materially 
adding  to  the  size  of  the  book.  Further,  I  have  been 
aided  in  my  revision  by  some  of  the  books  on  Political 
Economy  which  have  appeared  since  my  first  Edition ; 
to  some  of  these  I  have  had  occasion  to  refer  by  name 
in  notes  :  of  those  to  which  I  have  not  so  referred  the 
most  impoi'tant  is  the  Handhuch  der  politischen  Oekono- 
mie,  edited  by  G.  Schdnberg.  I  must  also  thank  Mr 
Keynes  and  Professor  Foxwell  for  useful  suggestions 
which  they  have  made,  at  my  request,  on  certain  sections 
of  the  book  while  it  was  passing  thr-ough  the  press. 
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THE  PRESENT  STATE  OF  ECONOMIC  CONTROVERSY  IN  ENGLAND 
AND  THE  SPECIAL  AIM  OF  THE  PRESENT  WORK. 

§  1.  Some  twenty  years  ago,  both  the  Theory  of  Political 
Economy  in  its  main  outlines,  and  the  most  important  practical 
applications  of  it,  were  considered  as  finally  settled  by  the  great 
majority  of  educated  persons  in  England.  Two  causes  appear 
to  have  chiefly  cooperated  in  producing  this  result  The  pro- 
sperity that  had  followed  on  the  abolition  of  the  corn-laws  had 
given  practical  men  a  most  impressive  and  satisfying  proof  of 
the  soundness  of  the  abstract  reasoning  by  which  the  expediency 
of  Free  Trade  had  been  inferred  ;  and  a  masterly  expositor  of  I 
thought  (J.  S.  Mill)  had  published  in  a  convenient  treatise  a  j 
skilful  statement  of  the  chief  results  of  the  controversies  of  the 
preceding  generation  ;  in  which  the  doctrines  of  Ricardo  were 
presented  with  many  of  the  requisite  explanations  and  qualifica- 
tions, and  much  of  what  was  sound  in  the  objections  and  sup- 
plementary suggestions  of  other  writers  was  duly  taken  into 
account.  It  seemed  that  the  science  had  at  length  emerged 
from  the  state  of  polemical  discussion  on  fundamental  notions 
and  principles,  and  that  whatever  further  remained  to  be  done 
/  ,      S.  P.  B.  1 
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would  be  building  on  a  foundation  already  laid.  J.  S,  Mill's 
language  had  a  considerable  share  in  producing  this  beUef. 
No  English  thinker,  since  Locke,  who  has  exercised  so  mde  and 
intense  an  influence  on  his  contemporaries,  has  been  generally 
so  little  open  to  the  charge  of  overrating  the  finality — aa  regards 
either  substance  or  form — of  the  theories  he  has  expounded: 
and  no  one  since  Bacon  has  been  more  concerned  to  point  the 
way  to  the  iUimitable  worlds  of  knowledge  that  remain  to  be 
conquered.  Hence  it  is  all  the  more  remarkable  that  he  should 
have  commenced  his  account  of  value  with  the  unhesitating  as- 
sertion that  "there  is  nothing  in  the  laws  of  value  which  remains 
"for  the  present  or  any  future  writer  to  clear  up:  the  theory 
"of  the  subject  is  complete."  It  is  not  surprisuig  that  the 
younger  generation,  to  whom  his  treatise  soon  became  the  chief — 
and  often  the  sole — source  of  economic  knowledge,  should  be 
equally  confident ;  and  that  it  should  become  the  fashion  to 
point  to  Political  Economy  as  unique  among  moral  sciences 
for  the  clearness  and  certainty  of  its  method  and  the  admitted 
trustworthiness  of  its  conclusions. 

Probably  many  of  the  generation  taught  by  J.  S.  Mill  are 
not  aware  how  recent  is  the  date  of  this  confident  tone. 
In  fact,  however,  during  the  second  quarter  of  the  present 
century  almost  every  English  writer  on  Political  Economy 
took  note  in  some  form  or  other  of  the  rudimentary  and  un- 
settled condition  of  his  study.  For  example,  Senior,  in  an 
Introductory  Lecture  delivered  before  the  University  of  Oxford 
in  182G,  spoke  of  the  science  as  "in  that  state  of  imperfect 
"development,  which. ..throws  the  greatest  difficulty  in  tin?  way 
"of  a  beginner  and  consequently  of  a  teacher,  and  offers  the 
"fairest  scope  to  the  objections  of  an  idle  or  interestt'd  adver- 
"sary."  Malthus'  in  the  following  year  remarkfd  that  "the 
"  differences  of  opinion  among  political  economists  "  have  "  of 
"late  been  a  frequent  subject  of  complaint."  The  Edin- 
burgh Reviewer  of  M'"Culloch's  first  edition  (1831)  charac- 
terized Political  Economy  as  "  a  moral  science  of  which  the 
"doctrines  are  not  recognised":  and  M'Culloch  himself  through 
his  successive  editions,  was  obliged  to  note  that  "  the  differences 
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"  which  have  subsisted  among  the  most  eminent  of  ita  professors 
"have  proved  exceedingly  unfavourable  to  ita  progress,  and 
"  have  generated  a  disposition  to  distrust  its  best  established 
"conclusions."  Even  in  1852  when  Senior  again  addressed  the 
University  of  Oxford,  he  announced  that  his  subject  was  still 
"in  a  state  of  imperfect  development,"  and  devoted  his  first 
lecture  to  an  explanation  of  "  the  causes  that  have  retarded  ita 
"  progress." 

No  doubt  many  of  these  writers  express  a  confident  hope 
that  this  'retardation'  will  soon  cease.  M'CuUoch  has  no  doubt 
that  "  the  errors  with  which  the  science  was  formerly  infected 
"are  fast  disappearing,"  and  Colonel  Torrcns  ventures  to  prophesy 
more  definitely  that  "  twenty  years  hence  there  will  scarcely 
"exist  a  doubt  respecting  any  of  its  more  fundamental  principles." 
And  by  the  time  that  Mill's  work  had  gone  through  several 
editions  an  impression  began  to  prevail  widely  that  this  better 
time  had  actually  arrived.  The  generation  whose  study  of 
Political  Ek-onomy  commenced  about  1860  were  for  the  most 
pari  but  dimly  conscious  of  the  element  of  stormy  controversy 
from    which  the  subject   Lad    so    recently   emerged*.      It  is 

'  The  following  extract  from  the  Edinburgh  Review,  VoL  11-1,  seema  to  me 
to  represent  aocuiatcly  the  view  of  the  subject  which  was  cnrrent  aboat  the  tiine 
(IHfil)  that  it  was  writtt'ci :  and  it  is  all  the  better  exidence  of  the  general  state  of 
opinion,  beosase  it  occurs  incidentally  in  an  article  un  '  English  Jurisprudence.' 
"  That  some  depurtnieuts  of  liuiuau  coudnct  are  capable  uf  being  classifled 
"  with  Huffioient  exactuesa  to  supply  the  materials  of  a  true  science  is  cundu- 

"sively  proved  by  tlie  existence  of  Folitioal  Economy." "  Political  Economy 

"is  thf  only  moral  soicnce  in  which  definitions  of  fundamental  t«rm8  Boffl- 
"oiently  accurate  to  obtain  general  currency  amongst  all  persons  oonveraant 
"  with  tlie  subject  have  yet  been  produced.  The  conseiiuence  has  been  that 
"  the  co&elnsiuna  of  those  who  underiitand  the  science  are  accepted  and  acted 
"  on  with  a  degree  of  confidence  which  is  felt  in  regard  to  no  other  specolations 
"  that  deal  with  human  affairs.  Political  Economists  can  appeal  to  the  only  test 
"which  reallj  meABores  the  truth  of  a  science — success — with  as  much  con- 
"  fidenoe  at  aatronomers.  The  source  of  their  success  has  been  that  thoy  have 
"  saeoeeded  in  affixing  a  prccine  meaning  to  words  which  had  for  ages  been 
"used  by  millions  who  attached  to  them  vivid  but  not  definite  notions,  such  as 
**  wages,  profits,  capital,  value,  rent,  and  many  others  of  the  same  kind." 

The  preface  to  Fawoctt'a  Manual — first  published  in  1B63 — exhibits  the 
nme  undoubting  confidence  in  the  established  scientific  character  of  Political 
Economy.    It  begins  with  tlie  following  eentcnoes : 

"I  have  often  remarked  that  Political  Economy  is  more  frequently  talked 
"about  than  any  other  science,  and  that  its  principles  are  more  frequently 
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true  that  there  were  still  loud  voices  heard  on  the  opposite 
side;  but  comparativuly  tittle  notice  was  taken  of  them. 
For  in.stance,  the  condemuation  of  Political  Economy  by 
Augviste  Coiiite  was  generally  disregarded — in  spite  of  the 
great  and  growing  interest  tl*at  was  then  taken  in  the  Positive 
Philosophy — as  being  plainly  irrelevant  to  Mill's  exposition  of 
the  subject ;  in  fact,  it  seemed  to  be  based  on  a  misunderstand- 
ing nearly  as  palpable  as  that  involved  in  the  vutgar  dislike  of 
the  political  economist  as  a  preacher  of  the  gospel  of  Mammon 
and  selfishness,  I  hardly  think  that  even  the  eloquent  diatribes 
of  Mr  Frederic  Harrison'  induced  any  considerable  number  of 
readers — outside  the  working  classes — even  to  doubt  the  esta- 
blished position  of  economic  science.  Nor  did  the  elaborate 
attacks  made  by  Mr  Macleod*  on  the  received  doctrines  succeed 
in  attracting  public  attention:  his  books  were  bought  and  read, 
but  were  valued  almost  exclusively  for  their  information  on  the 
special  subject  of  Banking.  Mr  F.  D.  Longe's  refutation  of  the 
Wages-Fund  Theory  (1^67)  fell  quite  dead:  even  the  Quarterly 
Review,  which  in  1871  attacked  Thornton  for  ignoring  his 
obligations  to  Mr  Longe,  and  sneered  at  Mill  for  admitting 
when  urged  by  a  friend  a  hostile  argument  to  the  force  of 
which  he  had  previously  remained  deaf,  had  up  to  that  date 
never  found  occasion  to  mention  Mi'  Longe's  name. 

In  1871,  however,  these  halcyon  days  of  Political  Economy 
had  passed  away,  Their  termination  was  of  course  not  abrupt ; 
but  BO  far  as  any  date  can  be  fixed  for  it,  I  should  place  it 
at  the  appearance  of  Mill's  notice  of  Thornton's  book  On 
Labour  in  the  Fortnightly  Review  of  March,  1809.  I  do  not 
think  that  the  work  itself,  apart  from  the  review,  would  have 
produced  so  much  effect ;  since  Thornton's  criticism  of  the 
Theory  of  Value  showed  so  serious  a  misapprehension  of  the 
general  relation  which  economic  theory  necessarily  bears  to 
economic  facts,  that  a  disciple  of  Mill  might  be  pardoned  for 

"appealed  to  in  tlie  disouasions  of  ordinary'  life.  Ko  iwicnce,  howevor^  ia 
''perhaps  more  imperfectly  onderatood.  I  believe  that  profound  mathema- 
"  tioiang,  or  accompliahed  geologists  and  botanists,  are  far  moro  nomcroUB  than 
"  real  masters  of  the  principles  of  Political  Economy." 

>  Cf.  Fortnighthj  Review,  1865. 

'  In  his  Theory  of  Banking,  1856-6,  and  his  Dictionary  of  Economical 
PhiloBophy,  1863. 
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underrating  tbe  real  use  and  importance  of  this  and  other  parts 
of  Thornton's  book.  But  the  manner  in  which  Mill  replied 
to  this  criticism  appeared  to  most  of  his  disciples  highly 
unsatisfactory,  and  the  facility  with  which  he  resigned  a 
doctrine  (the  old  'Wages-Fund  Theory")  which  he  had  taught 
for  years  caused  them  an  unexpected  shock ;  thus  they  were 
naturally  led  to  give  a  more  respectful  attention  not  only  to 
Thornton's  assaults,  but  also  to  other  utterauces  of  dissent 
from  economic  orthodoxy  to  which  they  had  hitherto  turned  a 
deaf  ear.  A  second  shock  was  given  in  1871  by  the  publication 
of  Jevons'  Theory  of  Political  Economy;  which  took  up  in 
reference  to  the  received  mode  of  treating  the  subject  an 
attitude  almost  similar  to  that  which  each  new  metaphysical 
system  has  hitherto  adopted  towards  its  predecessors.  Again, 
in  1874,  Caimes'  Leading  Principks  of  Political  Economy, 
though  written  by  a  disciple  of  Mill  and  in  fundamental  agree- 
ment with  his  doctrines,  still  contributed  to  impair  the  unique 
prestige  which  Mill's  exposition  had  enjoyed  for  nearly  half  a 
generation.  As  a  coutroversialist  Caimes,  though  scrupulously 
fair  in  intention,  was  deficient  in  intellectual  sympathy ;  he 
could  hardly  avoid  representing  any  doctrine  that  he  did  not 
hold  in  such  a  way  as  to  make  it  almost  incouceivable  to  hia 
readers  that  it  cnuld  possibly  have  been  maintained  by  a  man 
of  sense;  and  when  this  treatment  was  applied  to  some  of  his 
master's  most  importo.ut  statements,  the  expressions  of  personal 
regard  for  Mill  by  which  it  was  accompanied  only  made  the 
result  seem  more  damaging  to  a  reader  who  was  convinced  by 
Caimes'  reasoning.  Meanwhile  the  strife  between  Labour  and 
Capital  had  come  to  occupy  more  and  more  of  the  attention  of 
cultivated  society ;  and  the  conviction  had  gradually  gained 
ground  that  Political  Economy  had  failed  to  ascertain  the  "  law 
"that  determines  the  stable  equilibrium  of  work  and  wages*": 
and  even  that  "the  attempt  to  solve  great  industrial  questions 
"on  the  hypothesis  which  Mr  Mill  states  to  be  the  fundamental 
"one  of  Political  Economy" — i.e.  that  men  arc  governed  by 
self-interest  only — "  is  to  confuse  rather  than  to  elucidate  the 
"  problems  which  it  behoves  us  to  investigate." 


•  Cf.  Edinburgh  lUvitte,  Tol.  138,  1873. 
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In  short,  when  the  concluding  quarter  of  tliis  centnry  began, 
it  was  evident  that  Political  Economy  had  returned  to  the 
condition  in  which  it  was  in  the  second  quarter ;  and  that 
M'Culloch'a  melancholy  admission  that"tlie  differences  which 
"  have  sjibsisted  among  the  most  eminent  of  its  profei5sors  liave 
"proved  exceedingly  unfavourable  to  its  progress,  and  have 
"generated  a  disposition  to  distrust  its  best  established  con- 
" elusions"  was  again  only  too  applicable.  This  unfortunate 
result  would,  I  think,  have  been  brought  about  merely  by  the 
disputes  and  divergences  of  opinion  among  economista  who 
adhered  to  the  mode  of  treating  the  subject  which  has  pre- 
vailed in  England  fince  Ricardo.  But  a  powerful  contribution 
to  it  was  supplied  by  a  thoughtful  and  independent  writer, 
Cliffe  Leslie ;  who  in  1870,  in  an  article  on  the  Political 
Economy  of  Adam  Smith,  began  that  att^ick  on  the  '  Ricardian  ' 
or  '  k  priori '  method  which  ho  continued  in  several  subsequent 
articles,  afterwards  reprinted  in  his  Essays  Moral  and  Pvlitical. 
One  part  of  Cliffe  Leslie's  work  consisted  in  drawing  the 
attention  of  English  economists  to  the  movement  in  opposition 
to  their  method  which  had  for  some  time  been  carried  ou  in 
Germany,  and  which,  during  the  last  twenty  yearSj  has  continu- 
ally gained  strength.  The  leaders  of  this  movement,  however 
widely  they  also  differ  among  themselves,  are  generally  agreed 
in  repudiating  as  "  Manchesterthum  " — or  even  "Smithianis- 
"  mus " — the  view  of  Political  Economy  mainly  adopted  in 
England ;  and  their  influence  constitutes  an  additional  force 
under  which  the  disputes  as  to  particular  doctrines  among 
the  English  Economists  tend  to  broaden  into  more  funda- 
mental controversy  as  to  the  general  method  of  dealing  with 
economic  questions. 

At  the  same  time  the  opposition  of  influential  artisans  to 
the  traditional  Political  Economy  has  not  diminished,  if  I 
may  judge  from  Mr  Howell's  Confiict  of  Labour  and  Capital ; 
it  has  only  changed  somewhat  from  sullen  distrust  to  con- 
fident contempt.  While,  finally,  the  great  practical  success 
of  Free  Trade — which,  as  I  said  at  the  outset,  contributed 
largely  to  the  prestige  enjoyed  by  Political  Economy  during  its 
halcyon  days  in  the  third  quarter  of  this  century — has  recently 
been   called   in   question   by  an   appaiently  growing  party  of 
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practical  men ;  and  is  certainly  rendered  dubious  through  the 
signal  disappointment  of  Cobden's  confident  expectations  that 
the  example  of  England  would  be  speedily  followed  by  the 
whole  civilised  world. 

§  2.  This  brief  sketch  of  the  recent  history  and  present 
condition  of  Political  Economy  in  England  has  seemed  to  me 
necessary  in  order  to  explain  the  exact  object  of  the  present  work ; 
which  on  the  one  hand  does  not  aim  at  originality,  while  on 
the  other  hand  it  is  not  precisely  an  elementary  treatise.  It  is 
written  in  the  belief  that  the  reaction  above  described  against 
the  treatment  of  Political  Economy  as  an  established  science 
was  inevitable  and  even  salutary  ;  but  that  it  has  been  carried 
too  far,  so  that  the  waves  of  disputation  arc  in  danger  of  sub- 
merging the  really  sound  and  valuable  results  of  previous 
thought.  My  primary  aim,  then,  has  been  to  eliminate  unne- 
oeasary  controversy,  by  stating  these  results  in  a  more  guarded 
manner,  and  with  due  attention  to  the  criticisms  and  sugges- 
tions of  recent  writers.  Several  valuable  contributions  to 
abstract  economic  theory  have  been  made  by  Cairnes,  Jcvons, 
and  others  who  have  written  since  Mill ;  but  in  my  opinion 
they  generally  admit  of  being  stated  in  a  form  leas  hostile  to 
the  older  doctrines  than  thuir  authors  sujipo.se.  In  the  same 
way  I  think  that  the  opposition  between  the  Inductive  and 
Deductive  Methods  has  been  urged  by  writers  on  both  sides  in 
needlessly  sharp  and  uncompromising  terms.  I  shall  endeavour 
to  show'  that  there  is  an  important  part  of  the  subject  to  which 
economists  are  generally  agreed  in  applying  a  raiiiuly  inductive 
or  "realistic"  treatment.  On  the  other  hand,  few,  I  think, 
would  deny  the  utility  and  even  indispensability  of  deductive 
reasoning  in  the  Theory  of  Distribution  and  Exchange;  pro- 
vided only  the  assumptions  on  which  such  reasoning  proceeds 
are  duly  stated,  and  their  partially  hypothetical  character  con- 
tinually borne  in  mind.  I  fully  admit  the  importance  of  this 
latter  proviso  ;  accortlingly  in  those  parts  of  this  work  in  which 
I  have  used  chiefly  deductive  reasoning,  I  have  made  it  my 
special  aim  to  state  explicitly  and  keep  clearly  in  view  the 
limited  and  conditional  applicability  of  the  conclusions  attained 
by  it 

>  Cf.  pott,  Cbnp.  tn. 
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With  this  view  I  have  been  generally  careful  to  avoid  any 
dogmatic  statements  on  practical  points.  It  ia  verj'  rarely,  if 
ever,  that  the  practical  economic  questions  which  are  presented 
to  the  statesman  can  be  unhesit-atingly  decided  by  abstract 
reasoning  from  elementary  principles.  For  the  right  solution 
of  them  full  and  exact  knowledge  of  the  facta  of  the  particular 
case  ia  commonly  required  ;  and  the  difficulty  of  tiscertaining 
these  facts  is  often  such  as  to  prevent  the  attainment  of  posi- 
tive conclusions  by  any  strictly  scientific  procedure. 

At  the  same  time  the  function  of  economic  theory  in  relation 
to  such  problems  ia  none  the  leas  important  and  indispensable  ; 
since  the  practical  conclusions  of  the  most  nntheoretical  expert 
are  always  reached  implicitly  or  explicitly  by  some  kind  of 
reasoning  from  some  economic  principles ;  and  if  the  principles 
or  reasoning  be  unsound  the  conclusions  can  only  bo  right  by 
accident.  For  instance,  if  a  practical  man  affirms  that  it  will 
promote  the  economic  welfare  of  England  to  tax  certain  of  the 
products  of  foreign  industry,  a  mere  theorist  should  hesitate  to 
contradict  him  without  a  careful  study  of  the  facta  of  the  case. 
But  if  the  practical  person  gives  as  his  reason  that  "  one-sided 
"  free  trade  is  not  free  trade  at  all,"  the  theorist  is  then  in  a 
position  to  point  out  that  the  general  arguments  in  favour  of  the 
admission  of  foreign  products  are  mostly  independent  of  the 
question  whether  such  admission  is  or  is  not  reciprocated.  So 
again,  if  it  is  argued  that,  in  the  present  agricultural  depression, 
a  restriction  of  freedom  of  contract  and  freedom  of  bequest  is 
imperatively  required,  it  would  be  presumptuous  to  affirm  dog- 
matically that  such  restrictions  are  undesirable.  But  if  the 
advocate  of  these  restrictions  explains  that  they  are  required 
in  order  that  more  farming  capital  may  be  applied  to  the  land, 
it  then  becomes  opportune  to  show  him  that  so  far  as  land 
in  England  is  cultivated,  on  the  average,  with  an  amount  of 
capital  larger  than  that  which  would  give  the  greatest  propor- 
tional produce,  and  so  far  as  the  fall  in  farmers'  profits  is  due 
to  increased  facilities  of  foreign  importation,  the  mere  applica- 
tion of  more  capital  to  the  land  would  tend  to  aggravate  the 
fall.  And  similarly  in  dealing  with  other  questions  of  the  day, 
abstract  economic  arguments  almost  always  come  in,  and  are 
almost  never  by  themselves  decisive. 
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In  thus  making  prominent  the  hypothetical  character  of  the 
deductive  reasonings  of  Political  Economy,  I  am  merely  follow- 
ing the  lines  laid  down  by  J.  S,  Mill  in  his  general  account  of 
economic  method — as  expounded  most  fully  in  his  Essays  on 
Unsettled  Questions  in  Political  Economy  (1843).  This  view  of 
the  subject  rendered  his  whole  treatment  of  it  more  profoundly 
different  from  that  of  Ricardo  and  James  Mill,  than  is  at  first 
apparent  to  hasty  readers;  though,  as  was  only  natural,  the 
modifications  which  its  consistent  application  required  in  the 
old  doctrine  were  not  always  carried  out  with  perfect  precision 
and  completeness.  Still,  the  work  that  was  actually  done  by  Mill 
in  supplying  corrections  and  limitations  to  the  dogmatism  of 
the  earlier  Ricardian  school,  seems  to  me  to  have  an  import- 
ance which  some  recent  critics  have  overlooked ;  and  to  which, 
in  my  present  attempt  to  carry  this  work  a  stage  further,  I  am 
especially  called  upon  to  do  justice. 


Note  on  Ricardo  and  J.  8.  Mill. 

In  the  preface  to  the  second  edition  of  Jevons'  Theory  of  Political 
Economy — the  most  important  contribution  to  economic  theory  that 
has  been  made  in  England  for  a  generation — the  lamented  author 
announces  as  a  conclusion  to  which  he  is  "ever  more  clearly  coming, 
"  that  the  only  hope  of  attaining  a  true  system  of  Economics  is  to 
"  fling  aside,  once  and  for  ever,  the  mazy  and  preposterous  assump- 
"tions  of  the  Ricardian  School'."  He  subsequently  speaks  of  the 
doctrines  of  this  school  as  "  Ricardo-Mill  Economics,"  explaining 
how  "  that  able  but  wrong-headed  man,  David  Ricardo,  shunted  the 
"  car  of  economic  science  on  a  wrong  line,  a  line,  however,  on  which 
"it  was  further  urged  towards  confusion  by  his  equally  able  and 
"wrong-headed  admirer,  John  Stuart  Mill*." 

The  expression  of  opinion  in  these  passages  appears  to  me  exag- 
gerated and  violent,  even  so  far  as  Ricardo  is  concerned ;  while  so 
far  as  it  applies  to  Mill  I  cannot  but  regard  it  as  entirely  false  and 
misleading.  I  certainly  should  agree  with  Jevons  in  deprecating 
as  excessive  and  overstrained  the  eulogistic  language  in  which  many 
competent  judges   have  described  the  work  of   Ricardo.     Though 

»  Theory  of  Political  Economy,  preface,  p.  xlix. 
*  L.  e,  p.  Ivii. 
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undoubtedly  an  original  and  important  thinker,  I  cannot  perceive 
that  Ricaitlo  was  a  thorougfily  clear  and  consistent  reasonor;  and  it 
has  always  seemed  to  me  highly  unfair  to  the  deductive  method 
of  economics  to  treat  Ricardo's  writings  as  a  peculiarly  faultless 
specimen  of  its  application.  At  the  same  time  I  hold  tliat  many  of 
the  characteristic  doctrines  of  Ricardo,  stated  with  proper  quali- 
fications and  re^serves,  ought  to  find  a  place  in  any  complete  exposi- 
tion of  economic  theory ;  and  I  liave  l>Pon  cai-eful  to  give  them,  in 
the  present  trejitise,  the  place  which  appears  to  me  to  belong  t« 
tliem  :  though  T  equally  hold  that  the  statement  of  them  hy  Ricardo 
liimself  has  fi-equently  serious,  and  sonietimos  glaring,  deUcieucies. 
In  some  coses,  as  in  the  determination  of  Wages  and  Profits,  while 
recognising  an  element  of  truth  in  Ricardo's  view,  I  think  that  the 
defects  of  his  doctrine  are  beyond  patching,  and  that  an  entirely 
new  treatment  of  the  subject  has  to  be  adopted.  On  the  other  hand, 
as  regards  the  relation  of  Value  to  Clost  of  Pro<luction,  Ricardo's 
doctrine  is  of  fundaraentjil  importance  (though  requiring  to  be 
qualified  and  supplemented) ;  and  iitiy  teaching  which  ignores  or 
obscures  it  appears  to  me  fatjilly  defective.  But,  whatever  judgment 
may  be  passed  on  the  work  of  Ricardo,  it  is  certainly  misleading  to 
say  that  Mill  "urged  the  car  of  economic  science  further  towards 
"confusion  "  on  the  "  wrong  line"  on  wliich  Ricardo  had  shunted  it. 
Indeed  I  am  unable  to  conjecture  how  Jevons  would  have  supported 
a  statement  which  appears  to  me  so  perverse.  He  cannot,  I  tJiink, 
refer  to  the  general  theory  of  Value,  wlien*  Mill  corrects  and  supple- 
ments Ricardo's  view,  by  giving  due  place  to  the  operation  of  ^Supply 
and  Demand  in  t!ie  determination  of  market-price ;  and  where  he 
(juietly  gets  rid  of  Ricardo's  serious  confusion  between  Measure  of 
Value  and  Cau.se  or  Determinant  of  Value.  Nor  can  he  have  been 
tliinking  of  the  theory  of  Rent ;  for  here  Mill's  exposition  of  the 
Riwirdian  doctrine  is  improved  and  guarded  in  sevei-al  important 
respects  ;  e-specially  by  the  account  taken  of  Carey's  indisputal>le 
limitation  of  the  law  of  diminishing  returns,  and  by  the  stress  laid 
on  the  influence  of  genera!  industrial  progress  in  counteracting  this 
law.  Nor,  again,  can  he  have  in  \'iew  the  theory  of  Wages  and 
Prolita  ;  ill  which,  among  other  improvements,  Mill  reduces  to  hami- 
les-sness  Ricardo's  dangerous  paradox  that  "  wages  cannot  rise  with- 
"  out  profits  falling."  Nor,  finally,  can  his  statement  relate  to  the 
theory  of  International  Values ;  since  he  expressly  says  that  this  is 
probably  the  most  valuable  part  of  Mill's  work.  But  if  Jevons' 
charge  cannot  be  justified  in  relation  to  any  of  the  four  topics  that 
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I  have  mentioned,  it  is  difficult  to  conceive  how  so  strong  a  state- 
ment can  possibly  be  justified  at  alL  It  must  be  admitted  that  on 
more  than  one  important  point  Mill  has  not  made  clear  to  the  reader 
the  interval  that  separates  his  doctrine  from  Ricardo's :  which, 
with  Cliffe  Leslie,  I  partly  attribute  to  that  "piety  of  a  disciple" 
which  Mill  always  manifests  towards  Ricardo's  teaching.  This 
disposition  has  had  some  unfortunate  consequences,  and  must  be 
regarded  as  a  weakness ;  still,  in  a  subject  where  most  writers  have 
shown  so  marked  a  tendency  to  emphasize  the  novelty  of  their  ideas, 
and  exaggerate  their  divergence  from  their  predecessors,  it  appears 
to  me  a  weakness  that  "  leans  to  virtue's  side." 


CHAPTER  11. 


SCOPE  OF  POLITICAL  ECONOMY. 


§  1.    Political  Economy,  in  England  at  least,  is  now  almost 
universally  understood  to  be  a  study  or  inquiry  concerned  with 

».>1A  Prf>fli^^t.inn,  Tiinfn'Kntmn,  ar,A  TTy/.Tinnga  /^f  •PToQltli        I  shall 

afterwards*  propose,  in  certain  parts  of  the  enquiry,  to  substitute 
for  'wealth'  a  term  which  will  include  the  transient  utilities 
resulting  from  labour — which  we  call  '  services ' — as  well  as  the 
utilities  "  embodied  in  material  objects "  to  which  the  term 
'  wealth  '  is  commonly  restricted.  But  since  the  relations  of  men 
to  Wealth,  strictly  taken,  will  in  any  case  constitute  the  chief 
object  of  our  study,  we  may  acquiesce  provisionally  in  the 
definition  above  given :  understanding  that  by  '  Production  of 
'wealth'  is  meant  the  production  of  new  value  or  utility  in 
preexisting  materials ;  and  that,  under  the  head  of  'Distribution 
'and  Exchange'  we  examine,  not  the  material  processes  by 
which  goods  are  conveyed  fit>m  place  to  place',  or  the  legal 
processes  by  which  they  are  transferred  from  owner  to  owner, 
but  the  different  proportions  in  which  the  produce  of  industry 
is  shared  among  the  different  economic  classes  that  have  co- 
operated in  producing  it,  the  ratios  in  which  different  kinds  of 
wealth  are  exchanged  for  each  other,  and  the  causes  determining 
these  proportions  and  ratios. 

A  more  fundamental  divergence  of  opinion  relates  to  the 
point  of  view  from  which.  Political  Economy  contemplates  these 

»  Cf.  B.  I.  Chap.  III. 

*  It  may  be  obBerred  that  "  dlBtribation  "  in  this  material  sense  is,  in  the 
view  of  the  political  economist,  a  kind  of  prodactioD,  since  it  adds  to  the  utility 
and  value  of  the  goods  conveyed. 
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relations.  Is  its  primary  aim  t«  establish  certain  general  pro-^ 
positions,  either  positively  or  hypothetically  true,  respecting  the  \ 
coexistence  and  sequence  of  facts,  or  to  give  practical  rules  for 
the  attainment  of  certain  ends  ?  Is  it,  in  short — to  use  an  old  > 
distinction  recently  revived  in  this  connexion — a  Science  or  an 
Art  ?  The  former  view  is  that  which  has  been  adopted,  I 
believe,  by  all  writers  on  economic  theory  in  England  for  the 
last  thirty  years.  No  doubt  an  imjjortant  part  of  the  subject  as 
treated  by  Mill  and  other  systematic  writers  belongs  admittedly 
to  Art  rather  than  to  Science ;  viz.  the  discussion  of  the  prin- 
ciples on  which  Taxation  should  be  managed  and  of  the  general 
nature  and  limits  of  Goveramenta!  interference,  so  far  as  it 
afifects  the  amount  or  the  distribution  of  the  national  wealth. 
But  these  matters  are  generally  handled  by  the  writers  in  ques-N 
tion  under  the  head  not  of  Political  Economy  strictly  speaking, 
but  of  its  application  to  Politics  or  the  Art  of  Government.// 
They  hold  that  the  precepts  or  rules  of  this  department  of 
practice  are  properly  based,  in  a  great  measure,  on  the  generali- 
sations or  deductions  of  Economic  Science ;  but  they  do  not 
mean  these  rules  of  Art  wheu  they  speak  of  the  'laws  of  Political 
Ekionomy';  and  they  have  frequently  censured  as  a  vulgar  error 
the  habit  of  thinking  and  speaking  of  economic  'laws'  as  liable 
'  violation,'  and  as  needing  to  be  realised  by  voluntary  con- 
formity or  even  enforced  by  public  opinion.  Still  this  habit  has  1 
been  found  very  difficult  to  eradicate';  and  indeed,  the  sharp 
distinction  which  English  economists  are  at  present  disposed  to 
draw  between  Economic  Theory  and  its  application  to  practice 
is  almost  confined  to  themselves  and  their  more  docile  disciplesii 
it  haa  not  worked  itself  into  the  common  thought  of  even  culti- 
vated persons  here,  and  it  has  not  been  generally  accepted  by 
Continental  writers.  When,  in  discussing  the  same  matters,  one 
set  of  disputants  blend  the  conaideration  of  '  what  exists '  or 
'  tends  to  exist'  with  the  consideration  '  what  ought  to  be  done,' 
while  another  set  emphatically  distinguish  the  two  questions, 
the  gravest   misunderstanding   is   likely   to   result:    hence  it 

'  I  think  it  may  be  said  that,  at  least  in  nine  oases  out  of  ten,  when  reference 
ii  nuule  by  public  8))eakerB  or  journaliiitfi  to  the  laws  of  Political  Economy,  it  ia 
implied  that  Pulitical  Economy  preieribts  "  freedom  of  contract,"  and  does  not 
merely  assome  it  ae  a  condition  of  the  applicability  of  its  conolusions. 
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seems  very  important  to  examiue  carefully  the  causes  and 
the  justification,  if  there  be  any,  of  thus  widespread  confusion 
— or  at  least  fusion — of  distinct  inquiries. 

§  2.  The  causes  are  partly  historical  or  linguistic;  partly, 
again,  they  lie  deep  in  the  nature  of  the  subject  aud  the  normal 
conditions  of  the  application  of  the  human  intellect  to  practice. 
To  begin  with  the  former,  we  may  observe  that  the  generic 
term  Economy  has  always  denoted  an  Art  or  method  of  attaining 
a  practical  end  rather  than  a  Science,  and  that  it  has  naturally 
been  found  difficult  to  alter  its  meaning  altogether  in  prefixing 
to  it  tlic  epithet  Political ;  especially  since,  the  compound 
'  politico-economical '  having  been  found  unendurable,  the 
simple  '  economical '  has  been  used  to  do  adjectival  duty  both 
for  'economy'  aud  'political  economy.'  Rt;cent  writers,  it  is 
true,  have  generally  used  *  economic  '  as  the  mljective  corre- 
sponding to  'political  economy':  but  though  they  have  thereby 
obviated  au  ambiguity  of  laugunge,  they  have  not  done  away 
with  the  general  iiijpies.sion  that  Political  Economy  is  one 
branch  of  a  larger  subject  which  includes,  e.g..  Domestic 
Economy  as  another  branch.  This,  of  course,  wa.M  the  relation 
of  the  two  studies  as  originally  conceived :  otherwise  the  terra 
Political  Economy  would  never  have  come  into  use.  It  waa 
because  a  monarch  or  statesman  waa  conceived  to  have  the 
function  of  arrangii>g  the  industry  of  the  country  somewhat  as 
the  father  of  a  family  arranges  the  industry  of  his  household, 
that  the  Art  which  offered  him  guidance  in  the  performance  of 
this  function  was  called  Political  Economy.  If  we  turn,  for 
example,  to  Sir  James  Steuart,  the  first  of  our  systematic 
writers,  we  find  that  his  Inquiry  into  the  Principles  of  Political 
Economy  (published  I7ti7)  commences  with  the  following 
account  of  the  subject: 

"  Economy  in    general  is  the  art  of  providing  for  all  the       , 

"wants  of  a  family  with  prudence  and  frugality The  whole  ^ 

"  economy  must  he  directed  by  the  head,  who  is  both  lord  and 

"steward; as  lord  he  establishes  the  laws  of  his  economy,  as 

"steward  he  puts  tlvem  into  execution 

"  What  economy  is  in  a  famUy,  Political  Economy  is  in  a 

"state, but  the  statesman  is  not  master  to  establish  what 

"  form  of  economy  he  pleases;... the  great  art  therefore  of  Politi- 
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"  cal  Economy  is  first  to  adapt  the  different  operations  of  it  to 
"  the  spirit,  manners,  habits  and  customs  of  the  people,  and 
'afterwards  to  model  tliese  circumstances  so  as  to  be  able  to 
"  introduce  a  set  of  new  and  more  useful  institutions. 

"  The  principal  object  of  this  science  is  to  secure  a  certain 
"  fund  of  subsistence  for  all  the  inhabitants,  to  obviate  every 
"  circumstance  which  may  render  it  precarious ;  to  provide 
"everj'thing  necessary  for  supplying  the  wants  of  the  society, 
"  and  to  employ  the  inhabitants  (supposing  them  to  be  freemen) 
"  in  such  a  manner  as  naturally  to  create  reciprocal  relations 
"and  dependencies  between  them,  so  as  to  make  their  several 
"interests  lead  them  to  supply  one  another  with  their  reciprocal 

"wants Political  Economy  in  each  country  must  necessarily 

"be  different; it  is  the  business  of  a  statesman  to  judge   | 

"of  the  expediency  of  different  schemes  of  economy,  and  by  I  / 
"degrees  to  model  the  minds  of  his  subjects  ao  as  t<o  induce  j 
"  them,  from  the  allurement  of  private  interest,  to  concur  in  th^ 
"execution  of  his  plan." 

Nine  years  after  Steuart's  book  was  published  appeared  the 
:h-making  Wealth  of  Nations,  enforcing  an  essentiaUy 
different  view  of  a  statesman's  duties.  But  notwithstanding 
the  gulf  that  separates  Adam  Smith "s  economic  doctriue  from 
Steuart's,  he  is  equally  decided  in  regarding  Political  Bkionomy 
as  a  study  with  an  immediate  practical  end'.  "Political 
"Economy,"  he  says,  in  the  introduction  to  the  fourth  book, 
"proposes  two  distinct  objects:  first,  to  provide  a  plentiful 
"revenue  or  subsistence  for  the  people,  or,  more  properly,  to 
"enable  them  to  provide  such  a  revenue  or  subsistence  for 
"themselves;  and  secondly,  to  supply  the  state  or  common 
"  weal  with  a  revenue  sufficient  for  the  public  service.  It 
"  proposes  to  enrich  both  the  people  and  the  sovereign."  Ac- 
conliugly  by  the  "  systems  of  Political  Economy ''  of  which  he 
treats  in  this  book  he  seems  at  the  outset  to  mean  not  systems 
in  the  scientific  sense,  i.e.  connected  sets  of  general  statements 

■  No  importanoe  is  to  be  attached  to  the  fact  that  Stcuart,  Adam  Smith, 
■ad  others  call  PoliiioAl  Econoniy  a  Science  while  dcfiiiiriK  it  as  (what  wc  should 
ttow  oaU)  an  Art.  The  present  general  recognition  of  the  distiuotion  between 
the  two  terms,  in  its  application  tu  economic  matters,  is  dae,  I  think,  to  the 
combined  influence  of  Senior  and  J.  S.  Mill,  and  cannot  be  traced  fortbtir  back. 
Jl'CoUooh,  for  iubtauct!,  altogether  iguoreB  it. 
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of  fact ;  but  modes  of  organized  governmental  interference  with 
a  view  to  "  enriching  the  people  and  the  sovereign."  But  each 
of  these  systems  was  of  course  based  upon  certain  quasi-scientific 
principles,  a  certain  view  of  economic  facts ;  for  instance,  the 
•'mercantile"  system  of  restraints  on  importation,  encourage- 
ments of  exportation,  &c.,  rested  on  the  supposition  that  the 
balance  of  gold  and  silver  procured  by  any  branch  of  national 
industry  and  commerce  was  a  trustworthy  critenon  of  its  advan- 
tage to  the  country.  Hence  in  hia  discussion  of  the  mercantile 
system  Adam  Smith  naturally  expoimds  and  refutes  this  quiisi- 
scientific  doctrine  (and  the  coufusious  and  errors  on  which  it 
was  founded)  along  with  the  practical  deductions  drawn  from  it ; 
though  he  is  chiefly  occupied  in  describing  these  latter  and 
tracing  their  consequences.  So  far  there  is  no  particular  disad- 
vantage in  the  ambiguity  of  the  term  '  system ' ;  as  it  might 
legitimately  denote  either  a  body  of  scientific  doctrines  or  a  set 
of  practical  precepts,  there  is  no  serious  confusion  caused  by  using 
it  for  a  combination  of  the  two. 

But  when  Adam  Smith  passes  in  Ch.  IX.  to  treat  of 
the  "Agricultural  Systems,"  the  ambiguous  term  becomes  a 
manifestly  awkward  instrument  for  the  conveyance  of  his 
meaning,  and  is  certainly  liable  to  cause  a  confusion  in  the 
reader's  mind.  For  we  naturally  expect  to  find  in  an  agri- 
cultural '  system '  the  same  kind  of  organized  governmental 
interference  in  the  interest  of  agricultural  producers  that  we 
found  in  the  mercantile  system  in  the  interest  of  manufacturers 
and  merchants;  and  in  fact  Adam  Smith's  own  language 
expressly  suggests  this  antithesis.  He  introduces  his  account 
of  the  views  of  Quesnay  and  the  other  French  Physiocrats, 
which  occupies  two-thirds  of  this  chapter,  by  a  reference  to 
Colbert's  protective  policy ;  remarking  that  "  as  in  the  plan  of 
"  Mr  Colbert  the  industry  of  the  towns  was  certainly  overvalued 
"  in  comparison  with  that  of  the  country,  so  in  their  system  it 
"seems  to  be  as  certainly  undervalued."  He  passes  on  from 
his  discussion  of  tlie  PliyaiocKits  to  speak  of  the  policy  of 
China,  ludostan  and  ancient  Egypt,  which,  as  he  says,  "favours 
"  agriculture  more  than  all  other  employments  "  ;  he  also  refers 
to  the  ancient  republics  of  Greece  and  of  Rome,  whose  policy 
"honoured   agriculture    more    than    manufactures   (though    it 
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"  seems  rallier  to  have  discouraged  the  latter  employments  thaa 
"  to  have  given  any  direct  or  intentional  encouragement  to  the 
"  former)."  And  he  concludes  by  arguiug  that  "  those  agricul- 
"tural  systems... which  preferring  agriculture  to  all  other  em- 
"  ployments,  in  order  to  promote  it,  impose  restraints  upon 
"manufactures  aud  foreign  trade... really  and  in  the  end  dis- 
" courage  their  own  favourite  species  of  industry.. .and  are 
"therefore  more  inconsistent  than  the  mercantile  system"; 
and  that,  therefore,  "  all  systems  of  preference  and  restraint 
"  should  bo  completely  taken  away."  Hence  the  careless  reader 
might  excusably  carry  away  the  impression  that  Quesnay's 
doctrine,  whicli  was  certainly  a  "  system  of  preference "  for 
agriculture,  was  like  the  "  plan  of  Mr  Colbert,"  a  system  of  legal 
regulation  and  restraint:  and  even  the  careful  reader,  if  not 
previously  informed  on  the  subject,  must  be  startled  when  he 
suddenly  learns  that  in  Quesnay's  view  "  perfect  liberty  "  was 
"  the  only  effectual  expedient "  for  encouraging  agriculture ; 
and  that  the  only  positive  governmental  interference  proposed 
by  the  Physiocrats,  as  a  deduction  from  their  sj^culative 
preference  for  agriculturist«,  was  the  raising  of  all  revenue  by 
an  "impot  unique"  on  rent. 

The  truth  is  that  Adam  Smith  has  really  not  seen  the 
extent  to  which,  in  the  hands  of  the  Physiocrats  as  well  as 
his  own,  the  method  of  Political  Economy  has  changed  its 
fundamental  character  and  become  the  method  of  a  science 
rather  than  an  art:  since  the  change  ia  due  not  to  any 
difference  in  the  question  primarily  asked  by  the  economic 
inquirer,  but  to  the  entirely  different  answer  now  given  to  it. 
The  question  is  still  the  same,  "How  to  make  the  nation  as  rich 
"as  possible":  but  as  the  answer  now  is  "By  letting  each 
'"  member  of  it  make  himself  as  rich  as  he  can  in  his  own  way," 
that  portion  of  the  old  art  of  Political  Economy  which  professed 
to  teach  a  statesman  how  to  "  provide  a  plentiful  revenue  or 
"  subsistence  for  the  people  "  becomes  almost  evanescent :  since 
the  only  service  of  this  kiud  which  the  sovereign  can  render — 

ides  protecting  his  subjects  from  the  violence  of  foreigners 

and  from  mutuiil  oppression  and  injustice — is  to  "erect  and 

''  maintain  certain  public  works  and  certain  public  institutions, 

"  which  it  can  never  be  for  the  interest  of  any  individual,  or  any 

S.  P.  B.  2 
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"sinail  number  of  individuals,  to  erect  and  maintaiu."  What 
remains  for  Political  Economy  to  teach  the  st-atesman  is  merely 
how  to  provide  himself  with  a  "  revenue  sufficient  for  the  public 
"  services"  in  the  best  possible  way :  and  accordingly  such 
teaching,  since  Adam  Smith's  time,  has  constituted  the  sole  or 
chief  part  of  Political  Economy  considered  as  an  art  As 
regards  the  "  plentiful  revenue  or  subsistence  of  the  people, " 
Adam  Smith,  instead  of  showing  the  statesmsm  how  to  pro- 
vide it,  has  to  show  bim  how  Nature  herself  would  make 
ample  provision  if  only  the  statesman  would  abstain  from 
interfering  with  her  processes :  instead  of  recommending  laws 
(in  the  jurist's  sense)  by  which  the  national  production  and 
distribution  of  wealth  ought  to  he  governed,  he  has  to  trace  the 
laws  (iu  the  naturalist's  sense)  by  which  these  processes  actually 
are  governed.  In  short,  the  substance  of  his  economic  doctrine" 
naturally  leads  him  to  expound  it  in  the  form  of  the  science  to 
which  later  writers  have  applied  the  name  of  Political  Economy; 
before  entering  (in  Book  v.)  on  the  discussion  of  the  principles 
of  the  Art  of  Political  Economy,  of  which  the  legitimate  sphere 
is,  in  his  view,  reduced  to  the  principles  of  governmental  espeny 
diture  and  taxation. 

§  3.  But  however  great  the  change  that  was  thus  made, 
through  the  teaching  of  the  Physiocrats  and  Adam  Smith  com- 
biuetl,  in  the  current  conception  of  Political  Economy,  it  is 
important  to  observe  that  the  transition  thus  effected  from 
Art  to  Science  was,  in  the  nature  of  the  case,  incomplete. 
Political  Economy  became  primarily  a  study  of  'what  is'  rather 
than  of  'what  ought  to  be  done  ' :  but  this  was  because  the  two 
notions  were,  at  least  to  a  considerable  extent,  identified  in  the 
political  economist's  contemplation  of  the  existing  processes  of  the  ' 
production  and  distribution  of  wealth.  He  described  and  analysed 
these  processes,  not  only  to  show  what  they  were,  but  also  to 
show  that  they  were  not  likely  to  be  improved  by  human  re- 
straints and  regulations.  This  is  true  not  only  of  Adam  Smith, 
but  of  almost  all  his  disciples  and  s«ccessor.s  for  more  than  half 
a  century.  It  should  be  noted,  however,  that  they  have  main- 
tained this  identity  of  the  actual  with  tbt-  ideal  in  very  different 
degrees  and  on  very  ditFerent  grounds ;  and  that  a  considerable 
amotmt  of  mutual  misunderstanding  and  mistaken  inference 
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has  resulted  from  not  observing  these  differences.  Such  mis- 
understanding has  been  a  good  deal  aided  by  the  ambiguity  of 
the  term  '  natural/  applied  by  Adam  Smith,  Ricardo,  and  others, 
to  the  shares  of  different  producers  as  determined  by  the 
economic  laws  which  these  writers  expound  For  by  the  term 
'  natural '  as  commonly  used,  the  notion  of  '  what  generally  is,' 
or  '  what  would  be  apart  from  human  interference,'  is  suggested 
in  vague  combination  with  that  of  'what  ought  to  be'  or  'what 
is  intended  by  a  benevolent  Providence' :  and  it  is  not  always 
easy  to  say  in  what  proportions  the  two  meanings  are  mixed  ! 
by  any  particular  writer.  Indeed  it  is  somewhat  difficult  to 
determine  this  even  in  the  case  of  Adam  Smith  himself. 
There  is  no  doubt  that — as  Mr  Cliffe  Leslie'  has  pointed 
out — Adam  Smith's  advocacy  of  the  "  obvious  and  simple  sys- 
"  tern  of  natural  liberty  "  is  connected  with  his  strongly  marked 
theistic  and  optimistic  view  of  the  order  of  the  physical  and 
social  world.  He  is  convinced  that  "  all  the  inhabitants  of  the 
"  universe  are  under  the  immediate  care  and  protection  of  that 
"great,  benevolent,  and  all-wise  Being,  who  directs  all  the 
"movements  of  nature,  and  who  is  determined,  by  his  own 
"unalterable  perfections,  to  maintain  in  it,  at  all  times,  the 
"  greatest  possible  quantity  of  happiness'  "  :  and  this  conviction 
gives  him  a  peculiar  satisfaction  in  tracing  the  various  ways  in 
which  the  public  interest  is  "  naturally  "  promoted  by  the  spon- 
taneous cooperation  of  individuals  seeking  each  the  greatest 
pecuniary  gain  to  himself.  At  the  same  time  he  is  too  cool  an 
observer  of  social  facts  to  carry  this  optimism  to  an  extravagant 
pitch.  He  takes  care  to  point  out,  for  instance,  that  the  "  inte- 
"  rest  of  the  employers  of  stock  "  has  "  not  the  same  connexion 
"  with  the  general  interest  of  society  "  as  that  of  landlords  and 
labourers:  and  even  that  "the  interest  of  the  dealers  in  any 
"  particular  branch  of  trade  or  manufactures  is  always  in  some 
"respect  different  from  and  even  opposite  to  that  of  the 
"  public* ."  So  again  when  he  speaks  of  "  hands  naturally 
"  multiplying  beyond  their  employment "  in  the  stationary  state 

>  In  an  essay  on  the  Political  Economy  of  Adam  Smith,  recently  reprinted 
in  E$$ayt  in  Political  and  Moral  Philosophy. 

*  Theory  of  Moral  SentimenU,  Pt.  VI.  §  n.  oh.  iiL 

*  Wealth  of  Nations,  Bk.  i.  oh.  xi. 
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of  a  country's  wealth,  aud  describes  the  "starving  condition  of 
"  the  labouring  poor  as  a  natural  symptom  of  the  declining 
"state,"  we  can  hardly  suppose  that  the  term  "natural"  ia  in- 
tended directly  to  imply  the  design  of  a  benevolent  Providence. 
The  Natural  is  here  what  actually  exists  or  what  tends  to  exist 
according  to  general  laws,  apart  from  casual  disturbances  and 
deliberate  human  interference.  In  coasideration  of  tliese  and 
similar  passages  we  shnuM,  I  think,  refrain  from  attributing  to 
Adam  Smith  a  speculative  belief  in  the  excellence  of  the  exist- 
ing arrangements  for  producing  and  distributing  wealth,  to 
any  further  extent  than  is  required  to  support  his  practical 
conclusion  that  they  were  not  likely  to  be  bettered  by  the 
interference  of  government.  Still  leas  should  we  attribute  to 
him  any  intention  of  demonstrating  that  these  arrangements 
realise  distributive  justice,  in  the  sense  that  each  man's  remune- 
ration ia  an  exact  measure  of  the  service  that  he  renders  to 
society.  On  the  contrary,  he  expressly  affirms  the  opposite  of 
this  in  the  case  of  the  landlord,  whose  rent  "costs  him  neither 
"labour  nor  care"  and  ia  "not  at  all  proportional  to  what  the 
"landlord  may  have  laid  out  upon  the  improvement  of  the  land, 
"  or  to  what  he  can  aflbrd  to  take ;  but  to  what  the  farmer  can 
"afford  to  give."  If  at  the  same  time,  as  a  Moralist  and 
Natural  Theologian,  he  holds  that  there  is  nothing  unjust  in 
the  established  order  of  distribution,  and  that  each  individual  is 
duly  provided  for  by  a  beneficent  Providence ;  it  is  not  be- 
cause he  considers  that  each  enjoys  wealth  in  proportion  to  his 
deserts,  but  rather  because  he  sincerely  believes  in  the  delusive- 
ness— so  far  as  the  individual  is  concerned — of  the  common 
struggle  to  get  rich,  and  holds  that  happiness  is  equally  dis- 
tributed among  the  different  ranks  of  society  in  spite  of  their 
vast  inequalities  in  wealth'. 

There  is  therefore  a  great  interval  between  the  position  of 
Adam  Smith  and  that,  for  instance,  of  Bastiat.  In  Baatiat's 
conception  of  the  fundamentxil  problem  of  Political  Economy 
the  questions  of  Science  and  Art  are  completely  fused  ;  his  aim 
being,  as  his  biographer  says,  "  to  prove  that  that  which  is" — or 
rather  would  be,  if  Government  would  only  keep  its  hands  off — 

*  Cf.  Theoq/  of  Moral  StntimcnU,  Pt.  IV.  ch.  i. 
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"is  confonnable  to  that  wliicli  ought  to  be":  and  that  every 
one  tends  to  get  exactly  his  deserts  in  the  economic  order  of 
anmodifled  competition.  None  of  the  English  followers  of 
Adam  Smith  has  ever  gone  so  far  in  this  direction  as  Bastiat ; 
and  the  most  eminent  of  them,  Ricardo,  representSj  we  may  say, 
the  opposite  pole  in  the  development  of  Adam  Smith's  doctrine. 
When  Ricardo,  using  Adam  Smith's  tcnn  to  denote  a  somewhat 
different  fact,  speaks  of  the  "natural"  price  of  labour,  his  phrase 
carries  with  it  no  optimistic  or  theistic  suggestions  whatsoever ; 

I  he  means  simply  the  price  which  certain  supposed  permanent 
causes  are  continually  tending  to  produce.  Indeed  he  explains 
that  "in  an  improving  society"  the  market-price  of  labour  may 
remain  an  indefinite  time  above  the  "natural"  price;  and  he 
contemplates  with  anything  but  satisfaction  the  result  of  the 
I  "natural  advance  of  society,'*  which  in  his  view  tends  to  the 
'  benefit  of  landjoi-ds  alone.  He  remains  true,  no  doubt,  to  Adara 
Smith's  "system  of  natural  liberty"  as  regards  the  distribution 
of  produce  no  loss  than  the  direction  of  industry ;  but  he  is 
further  even  than  Adam  Smith  from  any  attempt  to  demonstrate 
a  necessarj'  harmony  of  interests  among  the  producers  whom  he 
would  leave  to  settle  their  .shares  by  free  contract.  In  fact,  two 
of  his  most  characteristic  doctrines  are  diametrically  opposed  to 
any  such  harmony :  his  demonstrations,  namely,  that  marked 
improvements  in  agriculture  have  a  tendency  to  diminish  rent, 
and  that  the  substitution  of  machinery  for  human  labour  is 
often  very  injurious  to  the  ioterests  of  the  class  of  labourera. 
And  though  he  is  averse  to  any  direct  legislative  interference 
with  the  natural  determination  of  wages,  he  is  disposed  to 
encourage  "some  effort  on  the  part  of  the  legislature"  to  secure 
the  comforts  and  well-being  of  the  poor  by  regulating  the 
increase  of  their  numbers.  This  last  suggestion  indicates  a  main 
source  of  the  difference  between  Ricardo's  teaching  and  that 
of  hi3  great  predecessor.  It  is  the  Malthusian  view  of  Popula- 
tion which  has  rendered  the  optimism  of  the  eighteenth  century 
impossible  to  English  economists  of  the  nineteenth.  If  the 
tendency  of  Nature  left  alone  was  to  produce,  as  the  ultimate 
outcome  of  social  progres.s,  a  multitude  of  labourers  on  the  verge 
of  starvation,  it  was  difficult  to  contemplate  her  processes  with 
anything  like  enthusiasm.    A  less  "jaundiced"  mind  than  that  of 
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the  hero  of  Locksley  Hall  might  well  feel  depressed  at  the 

prospect, 

"  Slowly  ooraen  a  hungry  people,  as  a  lion  creeping  nigher 
"Glares  at  one  that  nods  and  winks  beside  a  slowly  dying  fire." 

Hence,  though  English  economists  have,  speaking  broadly,  ad- 
hered to  Adam  Sraith's  limitatious  of  tiie  sphere  of  government, 
the  more  thoughtful  among  them  have  enforced  these  limita- 
tions sadly  rather  than  triumphantly ;  not  as  admirei-s  of  the 
social  order  at  present  resulting  from  "natural  libtTty,"  but  as 
convinced  that  it  was  at  least  preferable  to  any  artificial  order 
that  government  might  be  able  to  substitute  for  it. 

Still  it  remains  true  that  English  Political  Economy,  in 
whatever  tone  it  has  been  expounded,  has  generally  included  an 
advocacy  of  Laisser  Faire  :  and  that  not  only  in  treating  of  the 
attempts  to  regulate  Production,  with  Avhich  Adam  Smith  was 
practically  most  concerned,  but  also  in  dealing  with  the 
questions  of  Distribution,  which  the  movement  of  nineteenth 
century  thought  has  brought  into  continually  greater  promi- 
nence. Our  economists  have  not  commonly  confined  themselves 
to  tracing  the  laws  that  determine  the  remuneration  of  services, 
80  far  as  it  depends  on  free  contract  among  persons  aiming  each 
at  obtaining  the  gj-eateat  pecuniary  gain  for  a  given  amount  of 
effort,  abstinence,  or  other  sacrifice  ;  but  they  have  also,  for  the 
most  part,  opposed  all  attempts  to  introduce,  either  by  law  or 
public  opinion,  any  different  division  of  wealth.  If  they  have 
not  gone  the  length  of  maintaining  that  distribution  by  free 
competition  is  perfectly  jK^i,  as  proportioning  rt-ward  to  service; 
they  have  still  generally  maintained  it  to  be  practically  the  best 
mode  of  dividing  the  produce  of  the  orgauized  labour  of  human 
beings ;  they  have  held  that  through  the  stimulus  it  gives  tq/ 
exertion,  the  self-reliance  and  forethought  that  it  fosters,  the 
firee  play  of  intellect  that  it  allows,  it  must  produce  more  happi- 
ness on  the  whole  than  any  other  system,  in  spite  of  the  waste 
of  the  material  means  of  happiness  caused  by  the  luxurious 
expenditure  of  the  rich.  Or  if  they  have  not  even  gone  so  far 
as  this,  they  have  at  any  rate  taught  that  it  is  inevitable,  and 
that  any  attempt  to  deviate  from  it  will  be  merely  throwing 
effort  away.  Thus,  by  one  road  or  another,  they  have  been  led 
to  the  same  practical  conclusion  in  favour  of  non-interference ; 
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and  it  is  hardly  8uq)rising  that  practical  persons  have  connected 
this  concKision  with  the  economic  doctrines  witli  which  it  was 
found  in  company,  and  have  regarded  it  as  an  established  "law 
of  political  economy"  that  all  contracts  should  be  free  and 
that  every  one  should  be  paid  exactly  the  market-price  of  his 
services. 

It  must  be  obvious,  however,  as  soon  as  it  is  pointed  out, 
that  the  investigation  of  the  laws  that  determine  actxial  prices, 
wages  and  profits,  so  far  as  these  depend  on  the  free  competi- 
tion of  individuals,  is  essentially  distinct  from  the  inquiry 
how  far  it  is  desirable  that  the  action  of  free  competition 
should  be  restrained  or  modified — whether  by  the  steadying 
force  of  custom,  the  remedial  intervention  of  philanthropy,  the 
legislative  or  administrative  control  of  government,  or  the 
voluntary  combinations  of  masters  or  workmen.  So  far  as  the 
purely  scientific  economist  studies  primarily  the  results  that 
tend  to  be  produced  by  perfectly  free  competition,  it  is  not 
because  he  has  any  predilection  for  this  order  of  things — for 
science  knows  nothing  of  such  preferences — but  merely  because 
its  greater  simplicity  renders  it  easier  to  grasp.  He  holds  that 
a  knowledge  of  these  simpler  relations  precedes,  in  the  order 
of  study,  the  investigation  of  the  more  complex  economic  prob- 
lems that  result  fi-om  competition  modified  by  disturbing 
causes'.  But  the  adoption  of  perfectly  free  competition  as  a 
scientific  ideal — a  means  of  simplifying  the  economic  fsicts 
which  actual  society  presents,  for  the  convenience  of  general 
reasoning — does  not  imply  its  adoption  as  a  practical  ideal, 
which  the  statesman  or  philanthropist  ought  to  aim  at  realising 
as  completely  as  possible,  We  may  perhaps  be  led  to  hold 
with  Bastiat  that  unrestricted  competition  would  give  every 
man  his  deserts  and  otherwise  bring  about  the  best  of  all 
possible  economic  worlds :  but  iu  order  to  reach  this  conclusion 

*  The  statement  in  the  text  represents,  I  think,  the  general  rieir  of  econo- 
mista,  which  I  am  here  trying  to  give ;  but  it  does  not  exactly  represent  my 
own  view  as  regards  one  of  thejK  distnrbing  causee.  viz.  Toluntary  Combination. 
Fur  Combination  among  the  sellers  of  any  commodity  places  the  persons  com- 
bining in  a  position  economically  similar  to  that  of  a  monopolist ;  and  though 
the  laws  that  govern  prices  under  the  condition  of  monopoly  are  different 
from  those  that  result  from  free  competition,  I  do  not  perceive  that  they  are 
neoeBsaxily  more  complex.    Cf.  pott,  Bk.  a.  ch.  ii.  and  ob.  x. 
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we  must  adopt  some  principle  for  detcrniining  what  a  man's 
deserts  are,  some  criterion  of  social  wellbeing  which  carries  us 
beyond  the  merely  scientific  determination  of  wages,  profits  and 
prices.  In  short,  as  regards  the  whole  department  of  distribu- 
tion and  exchange,  the  Art  of  Political  Economy — if  we  admit 
the  notion  of  Art  at  all — is  easily  and  completely  distinguish- 
able from  the  scientific  study  of  economic  fa*ts  and  laws. 

§  4.  The  case  is  different  with  Production  :  and  it  is  to  be 
obsei-ved  that  in  the  original  treatnieut  of  Political  Economy  as 
a  directly  practical  inquiry  it  was  the  improvement  of  Produc- 
tion rather  than  Distribution  that  was  taken  as  its  practical  end. 
Thus  Adam  Smith's  opening  paragraphs  represent  as  his  main 
object  the  investigation  of  the  conditions  which  determine  a 
nation'vS  annua!  supply  of  the  necessaries  and  conveniences  of 
life  to  be  abundant  or  scanty.  His  first  book  begins  with  a 
discussion  of  "the  causes  of  the  improvement  in  the  productive 
powers  of  "labour";  in  his  second  book  he  is  occupied  in  con- 
sidering the  fundamental  importance  of  "stock"  to  production, 
and  "  the  different  quantities  of  labour  which  it  puts  in  motion, 
"  according  to  the  different  ways  in  which  it  is  employed."  In  the 
third  he  describes  the  diverse  plans  that  nations  have  followed 
in  the  general  direction  of  labour,  with  the  aim  of  making  its 
produce  as  great  as  possible ;  and,  as  we  have  seen,  the 
"systems  of  political  economy"  discussed  in  his  fourth  book 
were  systems  framed  with  a  view  to  the  same  end.  On  the  other 
hand  he  hardly  considers  Distribution  as  a  practical  problem ; 
and  so  far  as  he  does  raise  the  question,  how  a  more  "  liberal 
"reward  of  labour"  may  be  attained,  his  answer  seems  to  bo 
that  it  can  only  be  attained  by  "increasing  the  national 
''  wealth,"  or  in  other  words  by  solving  the  practical  problem  of 
Production.  So  again,  in  the  brief  but  pregnant  treatise  on  the 
Elements  of  Political  Economy  written  a  generation  later  by 
James  Mill,  it  is  noticeable  that  in  describing  the  scope  of  bis 
chapter  on  Production  he  puts  prominently  forward  its  directly 
practical  aim  :  its  object  is,  he  says,  to  '"  ascertain  by  what 
"  means  the  objects  of  desire  may  be  produced  with  the  greatest 
"ease  and  in  greatest  abundance,  and  upon  these  discoveries, 
"  when  made,  to  form  a  system  of  rules  skilfully  adapted  to  the 
"  end."    Whereas,  when  he  comes  to  apeak  of  the  laws  of  Distri- 
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bution.  it  never  occurs  to  him  even  to  hint  that  the  process 
investigated  admits  of  being  improved,  and  that  the  student 
ought  to  keep  this  improvement  in  view.  And  in  the  account 
of  the  objects  of  Political  Economy  given  ten  years  later  by 

iMcCuUoch,  this  difference  in  the  treatment  of  the  diiferent 

I  enquiries  is  equally  marked 

Nor  is  it  difficult  to  understand  how  this  difference  comes  to 
be  maintained.  In  dealing  with  questions  of  Production,  the 
obvious  and  uncontroverted  aim  of  all  rational  effort — public  or 
private — is,  other  things  being  equal,  to  produce  as  much  as 
possible  iu  pn>portion  to  the  cost.  The  extent  to  which  this 
aim  is  realised  is  the  most  interesting  point  to  observe  in 
examining  the  actual  process  of  production  in  different  ages  and 
countries ;  and  this  is  also  the  criterion  which  we  adopt 
naturally  and  without  reflection,  when  we  judge  different 
methods  of  production  to  be  better  or  worse.  Hence  the 
transition  from  the  point  of  view  of  Science  to  that  of  Art  is,  in 
this  part  of  the  subject,  easy  and  almost  imperceptible;  the 
conclusions  of  the  former  img  almost  immediately  convertible 
into  the  precepts  of  the  latter.  Accordingly  we  find  that  even 
the  most  careful  of  the  writers  who,  like  J.  S.  Mill,  have  taken 
special  pains  to  present  Political  Economy  as  primarily  a  science, 
give  a  prominent  place  in  this  part  of  their  work  to  the  dis-  / 
cuasion  of  the  good  and  bad  results  of  different  modes  of/ 
production.  They  analyse  the  gain  derived  from  the  Division 
of  Labour,  and  note  the  counterbalancing  drawbacks ;  they 
compare  the  advantages  and  disadvantages  of  the  "  grande  "  and 
"petite  culture"  in  farming;  they  consider  what  kinds  of  busi- 
nett  are  adapted  to  management  by  joint-stock  companies — all 
topics  which  clearly  belong  to  the  discussion  of  Production 
regarded  as  an  Art.  I  am  myself  disp<>sed  to  think  that  these 
practical  questions  shuuU  not  be  discussed  at  any  length  in  a 
general  exposition  of  Economic  Science ;  but  I  have  not 
attempted  to  draw  any  sharp  line :  I  regard  it  as  the  chief 
business  of  a  Scientific  Theory  of  Production  to  investigate  the 
causes  by  which  the  labour  of  any  society  is  rendered  more  or 
less  productive  of  wealth  :  and  such  an  investigation  necessarily 
goes  far  to  supply  an  answer  to  the  question  "how  the  produce 
"of  kbour  may  he  made  as  great  as  pcssible." 
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§  5.  At  the  same  time,  though  in  discussing  the  conditious 
more  or  less  favourable  to  Production  we  iuevitably  approach 
the  margin  which  divides  Art  from  Science,  I  have  thought  it 
expedient  to  reserve  as  much  as  possible  for  a  separate  inquiry 
the  discussion  of  the  principles  of  governmental  interference  witli 
industry  : — whether  with  a  view  to  a  better  organized  Pro- 
duction or  a  more  satisfactory  Distribution  of  wealth  :  since  I 
conform  so  far  to  the  older  and  more  popular  view  of  my  subject 
as  to  consider  the  discussion  of  tliese  principles  an  integral  part 
of  the  theory  of  Political  Economy.  This  discussion,  then,  will 
cupy  the  main  part  of  a  separate  and  final  l>ook  ou  "Political 
'Economy  considered  as  an  Art'."  The  Science  of  Political 
Economy,  as  it  is  ordinarily  conceived  in  England,  forms  the 
subject  of  the  first  two  books,  on  (1)  Production  and  (2)  Distri- 
bution and  Exchange,  respectively.  The  precise  manner  in 
which  I  distinguish  and  connect  these  three  topics,  and  the 
grounds  on  which  I  have  combined  the  theory  of  Exchange 
with  that  of  Distribution,  will  be  better  explained  somewhat 
later. 

Besides  the  subjects  above  mentioned,  economists  since  Say 
have  (ifteu  introduced,  as  a  separate  department,  a  discussion  of 
the  laws  of  Consumption ;  and  the  iudispensability  of  such  a 
discussion  has  been  strongly  urged  by  Jevous ;  who  goes  the 
length  of  saying  that  "the  whole  theory  of  Economy  depends 
"upon  a  correct  theory  of  Consumption. "  I  quite  agree  with 
Jevons  a£  to  the  fundamental  importance  of  certain  propositions 


'  I  hftve  already  explained,  in  the  preceding  ecotion,  why  I  do  not  hold  with 
one  of  my  reviewers  that  "the  art  of  political  eoononiy  considered  as  a  Btndy  of 
"what  ought  to  be  La  contained  in  the  science."  It  is  of  course  true  that  the 
ezamiuatiou  of  the  cfFecta  of  any  kind  of  governmental  interference,  either  on 
Production  or  on  Distribntion  and  Exchange,  may  lie  treated  as  a  problem  of 
Economic  Science:  but  in  the  case  of  DiBtribution  and  Exchange,  as  I  have 
before  said,  it  is  clearly  not  enongh  for  praotioal  purposes  to  determine  what 
kind  of  effects  on  incomes  and  prices  will  be  produced  by  any  measure :  we  have 
farther  to  consider  whether  these  effects  are  desirable  or  the  reverse.  On 
this  latter  point  very  difleirent  views  are  explicitly  or  implicitly  maintained 
by  thinkers,  statesmen,  reformers,  pbilanthropl8t>4  of  different  schools :  a  careful, 
thorough  and  impartial  examination  of  these  different  views  appeared  ta  mo, 
when  I  wrote  my  book,  to  be  a  great  dfiideratum :  and  it  is  this  deaideratnm 
which  I  have  mainly  endeavoured  to  supply  in  that  part  of  my  third  book  which 
deala  with  Distribution. 
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relating  to  Consumption;  and  I  also  think  that  their  importance 
has  not  been  adequately  apprehended  by  many  recent  writers. 
Still,  it  has  appeared  to  me  most  convenient,  in  such  a  treatise 
as  the  present,  to  introduce  these  propositions  in  discussing  the 
questions  relating  to  Production,  Distribution  and  Exchange 
which  they  help  to  elucidate :  I  have  therefore  not  thought  it 
necessary  to  bring  them  together  under  a  separate  head. 

Before  concluding  I  may  observe  that  the  current  use  of 
the  adjective  "economic"  afiFords  a  good  illustration  of  what 
has  been  said  above  of  the  essential  difference  between  Produc- 
tion and  Distribution  when  considered  from  the  point  of  view 
of  Art  or  Practice.  For  when  the  word  "economic"  is  used 
either  along  with  such  terms  as  "gain,"  "loss,"  "advantage," 
"drawback,"  or  as  a  term  of  approval  implying  gain  or  advan- 
tage, it  always  refers  to  the  relation  of  cost  or  expenditure  to 
the  quantity  of  some  result  attained  by  it.  An  arrangement 
"economically"  preferable  to  some  other  is  one  that  produces 
either  a  given  result  at  a  less  cost  or  a  greater  amount  of  a 
certain  kind  of  result  at  no  greater  cost :  there  is  an  "  economic 
gain"  when  either  cost  is  saved  or  produce  increased,  and  an 
"economic  loss"  when  the  reverse  of  either  process  occurs. 
There  is  no  similar  use  of  the  term  to  imply  an  ideal  system  of 
distributing  wealth ;  we  should  not,  for  instance,  speak  of  laws 
relating  to  property  as  economically  advantageous  or  desirable, 
meaning  that  they  led  to  a  right  division  of  property.  We 
might  no  doubt  speak  of  an  "economic"  distribution  of  wealth, 
no  less  than  of  labour ;  but  this  is  really  a  confirmation  of  the 
view  just  stated ;  since  in  so  speaking  we  should  be  understood 
to  be  assuming  that  the  end  of  the  distribution  was  to  'produce 
the  greatest  possible  amount  of  happiness  or  satisfaction,  and 
a£5rming  that  the  arrangement  spoken  of  as  "economic"  was 
well  adapted  to  this  end. 

This  peculiar  use  of  the  adjective  "economic"  should  be 
carefully  noticed ;  as  it  is  almost  indispensable,  while  at  the 
same  time  it  is  a  little  liable  to  confuse  the  reader. 
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CHAPTER  m. 

METHOD    OF    ECONOMIC    SCIENCE. 

§  1.  The  result  arrived  at  in  the  last  chapter  may  be  summed 
up  thus.  The  Science — as  distinct  from  the  Art — of  Political 
Economy,  of  which  the  general  principles  will  be  expounded  in 
the  first  two  books  of  this  treatise,  deals  mainly  with  the  laws 
or  general  facts  of  the  Production,  Distribution,  and  Exchange 
of  wealth ;  and  also  with  the  general  facts  of  the  Consumption 
of  wealth,  so  far  as  these  are  connected  with  the  former.  This 
definition  of  the  subject  coincides  broadly  with  that  adopted  by 
most  English  writers ;  but  there  exist  considerable  differences  of 
opinion  as  to  the  method  by  which  the  subject  should  be 
investigated :  differences  which — as  was  before  observed — have 
been  brought  into  special  prominence  in  recent  controversies. 
These  controversies  have  turned  mainly  on  two  fundamental 
questions,  which  it  will  be  convenient  to  consider  together,  since 
they  are  closely  connected.  It  is  disputed,  first,  whether  the 
science  of  Political  Economy  can  be  advantageously  treated 
separately  from  the  general  Science  of  Society:  and  secondly, 
whether  its  method  is  properly  deductive  and  d  priori,  or 
inductive  and  historical. 

It  does  not  appear  to  me  that  any  instructive  result  can  be 
attained  by  discussing  either  of  these  points,  unless  we  care- 
fully distinguish  between  different  inquiries  which,  as  we 
have  seen,  have  been  included  under  the  name  of  Political 
Ektonomy ;  and  examine  each  separately  in  relation  to  the  ques- 
tions above  raised.  If  we  attend  to  this  distinction  I  think  it 
will  appear  that,  though  the  divergences  of  view  above  noticed 
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arc  likely  always  to  exist  to  a  certain  extent,  the  controversy 
arising  from  them  may  at  any  rate  be  reduced  to  a  much 
smaller  space  than  it  at  present  tends  to  occupy. 

Let  U8  begin,  then,  by  considering  the  two  questions  of  method 

•above  mentioned  in  relation  to  the  Theory  of  Production.     If 

lyre  ask  whether  the  investigation  of  the  causes,  by  which  the 
labour  of  any  society  is  rendered  more  or  less  productive  of 
wealth,  can  be  properly  separated  from  other  parts  of  the 
general  science  of  society,  it  is,  I  think,  clearly  wrong  to  answer 
such  a  question  in  an  absolute  way,  either  negatively  or  affirm- 
atively. On  the  one  hand,  every  economist  ought  to  admit  with 
Mill'  "the  universal  consensus  of  social  phenomena,  whereby 
"nothing  which  takes  place  in  any  part  of  the  operations  of  society 
"  is  without  its  share  of  influence  on  every  other  part ;"  on  the 
other  hand,  this  is  no  reason  why  the  study  of  the  industrial  or 
wealth-producing  organization  of  society  should  not  be  pursued 
as  a  "separate  though  independent  branch  of  sociological 
"speculation,"  just  aa  in  the  natural  body  we  study  separately  the 
physiology  and  pathology  of  each  of  the  principal  organs  and 

(iissues,  though  every  one  is  acted  on  by  the  state  of  all  the 
others. 

And  it  is  to  be  observed  that  the  relations  of  industry"  to 
other  factors  of  social  life  vary  indefinitely  in  closeness  and  im- 
artance ;  so  that  the  question  how  far  it  is  needful  to  iuvesti- 

*gate  them  is  one  which  has  to  be  answered  very  differently  in 
relation  to  different  economic  enquiries.     Thus,  in  considering 
aneraliy    the  causes  of  the   improvement  in   the   productive 

"^powers  of  labour,  the  importance  of  a  healthy  condition  of  social 
morality  must  not  be  overlooked ;  but  it  is  not  therefore  the 
economist's  duty  to  study  in  detail  the  doctrine  or  discipline  of 
the  different  Christian  churches :  if,  however,  we  aie  studying 
historically  the  causes  that  have  affected  the  interest  of  capital, 

►the  views  of  Christian  theologians  with  regard  to  usury  will 
require  careful  attention.  So,  again,  the  conditions  and  develop- 
ment of  the  Fine  Arts  will  not  generally  demand  more  than  a 
very  brief  and  summary  treatment  from  the  economist:    if, 

»  Logic,  Bk.  VL  oh.  ix.  §  8. 

*  I  uae  the  tenn  "indastry"  in  a  wido  Bense,  to  inolude  all  kinds  of  trade,  as 
Wdl  M  agricalture,  mimug,  find  manufactures. 
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however,  we  are  investigatiug  Xha  share  taken  by  a  jiarticular 
cominiuiity  in  the  international  organization  of  imlustry,  the 
special  artistic  faculties  and  sensibilities  of  its  members  may 
become  a  consideration  of  much  importance.  Similarly  the 
influence  exercised  on  industry  by  government  has  often  been 
an  economic  factor  of  the  first  magnitude :  still  it  is  obvious 
that,  in  modern  European  communifciea,  at  the  existing  stage  of 
social  development,  chaugcs  in  the  industrial  organization  of 
the  civilised  part  of  mankind  are  largely  independent  of  clianges 
in  their  political  organization.  For  instance,  in  the  present 
century,  we  have  seen  France  pass  from  Absolute  Monarchy  to 
Limited  Monarchy,  from  Limited  Monarchy  to  Republic,  from 
Republic  to  Empire,  and  from  Empire  to  Republic  again ;  and 
yet  none  of  these  changes — except  the  third  during  a  transient 
crisis — have  appreciably  affected  its  industrial  system  ;  whereas 
this  latter  has  been  materially  modified  during  the  same 
period  by  causes  unconnected  with  politics,  such  as  the  inven- 
tion of  railways  and  of  electric  telegraphs.  At  the  same  time 
I  should  quite  admit  that  most  English  economists  a  generation 
ago  hardly  foresaw  the  extent  to  which  political  conditions 
would  continue  to  aflfect  industry  up  to  the  present  date :  and, 
similarly,  the  relations  between  the  development  of  industry 
and  other  factors  of  social  life,  such  as  the  progress  and 
diffusion  of  knowledge,  and  the  changes  in  national  character  or 
in  the  habits  and  seiitiments  of  special  classes,  have  hardly  met 
with  due  consideration.  StUI  the  modifications  which  appear 
to  me  necessary  on  this  score  are  of  a  subordinate  kind ;  they 
do  not  amount  to  a  fundamental  di£Fercuce  of  treatment. 

If  now  we  ask  whether  the  method  of  such  an  investigation 
as  we  have  been  considering  should  be  'inductive'  and  'hlstorica.r 
or  'deductive'  and  'h,  priori,'  it  again  seems  to  me  clear  that  there 
is  not  really  room  for  much  controversy.  At  any  rate,  I  know 
of  no  economist  who  has  attempted  to  ascertain  the  "causes  of 
"the  improvement  in  the  productive  powers  of  labour"  by  a 
method  purely — or  even  mainly — d  priori,  and  unhiatorical.  A 
certain  amount  of  deductive  reasoning,  no  doubt,  has  commonly 
been  introduced  into  this  investigation ;  but  this  seems  in- 
evitable. In  particular,  we  require  for  the  comprehension  of 
economic  facts  acme  interpretation  of  the  motives  of  human 
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agents ;  and  thia  has  necessarily  to  be  supplied,  to  a  large 
extent,  from  our  general  knowledge'  of  human  nature — modified, 
of  course,  by  any  special  knowledge  that  we  may  be  able  to 
tin  Bfl  to  the  peculiar  mental  characteristics  of  the  class  of 
BTSous  whom  we  are  conaidering.  But  in  the  general  analysis 
of  the  conditions  favourable  to  effective  production,  which  Mill 
and  other  writers  who  have  followed  him  have  given  in  the  first 
part  of  their  exposition,  the  deductive  element  has  always  been 
quite  subordinate;  and  so  far  as  the  method  ailopted  is  differ- 
ent from  what  would  ordinarily  be  called  '  inductive,'  it  is  not 
because  it  is  in  any  sense  an  d  pj'ion  method ;  but  because  it 
chiefly  consists  in  getting  a  clearer  and  more  systematic  view, 
through  reflective  analysis,  of  general  facts  which  common 
experience  has  already  made  familiar. 

Thus,  when  Mill  in  his  firat  six  chapters  states  the  requi- 
sites of  production,  labour,  capital  and  natural  agents;  when  he 
defines  the  notion  of  labour,  considers  its  relation  to  the  natural 
agents  on  which  it  operates,  and  classifies  the  different  kinds  of 
labour  and  the  different  species  of  utility  produced  by  it ;  when 
he  makes  clear  the  notion  of  capital,  as  wealth  diverted  from 
the  purpose  of  directly  satisfying  its  owner's  needs,  and 
employed,  whether  in  the  form  of  instruments  or  labourers' 
necessaries,  in  producing  other  wealth  :  when  he  points  out  how 
capital  is  continually  consumed  and  reproduced,  but  with  various 
degrees  of  rapidity,  according  as  it  is  fixed  or  circulating; — it  is 
obvious  that  all  these  results,  however  interesting,  are  obtained 
by  merely  analysing  and  systematizing  our  common  empirical 
knowledge  of  the  facta  of  industry.  So,  again,  when  hu  goes  on 
to  consider  the  conditions  on  which  the  degree  of  productiveness 
of  different  productive  agents  depends ;  his  method  is  again 
merely  that  of  comparing  and  generalising  from  observed  facts. 
Thus  ho  studies  quite  a  posteriori  the  differences  in  the  natural 
advantages  of  different  countries ;  the  differences  among  human 


'  How  far  this  general  knowledge  is  itself  acquired  by  induction  of  some  sort 
is  Dot,  of  oonne,  the  question.  As  Mill  osplaic!),  in  the  pa».<»ge  referred  to  in 
the  n«xt  note,  the  economie  " method  ii  priori"  is  not  a  "  mode  of  philosophizing 
"which  does  not  profesH  to  be  fotinded  on  experience  at  all";  but  is  merely 
distinguished  from  the  "method  a  potteriori  ''  by  not  requiring,  as  the  basis  of 
its  conelasions,  epecijic  experience  of  eoonomio  foots. 
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beiugs  ill  habits  of  euergetic  work,  in  capacity  of  exertion  for 
distant  objects,  in  keenness  of  desire  for  -vvealth,  and  in  otlier 
intellectual  and  moral  qualities;  and  the  differences  in  the 
security  afforded  "by  government,  and  against  government"  at 
different  times  and  places.  So  further,  in  the  discussion  of  the 
advantages  of  division  of  labour,  and  in  the  comparison  of 
production  on  a  small  scale  with  production  on  a  large  scale, 
his  argument  though  partly  deductive  still  -relies  greatly  on 
specific  experience.  Then  again,  when  he  states  the  law  of  the 
increase  of  labour,  the  causes  that  actually  counteract  the 
capsicity  of  increasing  population  inherent  in  human  beings, 
and  the  extent  of  their  operation,  are  investigated  inductively 
(Ch.  X.);  and  so  are  the  actual  variations  in  the  "effective 
"desire  of  accumulation,"  which  causes  the  increase  of  capit<il 
(Ch.  XI.),  In  both  these  cases  we  could,  no  dotibt,  without 
conscious  induction,  lay  down  certain  incontrovertible  abstract 
propositions ;  but  in  the  former  case  we  should  hardly  get  beyond 
the  truths  of  elementaiy  arithmetic,  and  in  the  latter  case  we 
should  hardly  get  beyond  such  trivial  maxims  as  that  "  wealth 
"  is  increased  by  industry  and  thrift,"  &c. 

I  have  gone  into  these  details,  not  becaiise  I  wish  to  lay 
stress  on  Mill's  authority,  but  because  none  of  the  "  orthodox  " 
critics  of  his  vridely-read  book  has  ever  attacked  his  general 
method  of  treating  the  Theoiy  of  Production.  What  therefore 
we  have  to  remark  is  not  merely  that  Mill's  treatment  of  this 
part  of  his  subject  is  mainly  inductive  and  analytical ;  but 
that  it  never  seems  to  have  occurred  to  any  "4  priori"  econo- 
mist that  it  ought  io  have  been  different, 

§  2.  Why  then,  it  may  be  pertinently  asked,  does  Mill  say — 
88  he  certainly  does  say' — that  Political  Economy  is  essentially 
an  abstract  science,  that  its  method  is  essentially  "the  method  ti 
"prurri,"  and  that  it  "  has  been  so  understood  and  taught  by  all 
"its  most  distinguished  teachers"?  The  only  answer  I  can  give 
is  that  in  this  and  similar  passages  Mill  is  thinking,  not  of  the 
Theory  of  Production  as  he  himself  conceives  and  expounds  it, 


^  Bee  in  pftrticolAr  the  Essay  "  On  the  Definition  and  Method  of  Political 
"Economy,"  in  his  Eiiayi  on  tome  vmettUd  Qiitftiorn  in  Political  Econuniy. 
The  doctrine  here  laid  down  is  also  maintaine«l  in  liia  Logic,  B.  VI.  o.  u.  §  3; 
wheie  a  iong  quotation  from  thia  essay  is  introdaced. 
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but  of  the  Theory  of  Distribution  and  Exchange  :  and  primarily 
of  that  portioa  of  this  latter  subject  which  ho  distinguishes  as 
"statical"  and  not  "dynamical"* — i.e.  that  which  treats  of  the 
determination  of  the  reward  of  services  and  the  value  of  pro- 
ducts in  the  existing  condition  of  industry.  This  is  the  part  of 
the  subject  to  which,  since  Ricardo,  the  atteation  of  economic 
theorists  has  been  chiefly  directed  (though  they  have  often  not 
distinguished  it  clearly  from  other  parts) :  and  it  is  easy  to 
show  how  a  method  largely  different  from  that  adopted  in 
treating  the  question  of  Production  naturally  suggests  itself 
here.  The  broad  and  striking  fact  whicli  originally  led  and 
still  leads  reflective  minds  to  discuss  the  question  "how  a 
"nation  ia  made  wealthy"  is  the  vast  difiference  between  the 
amounts  of  wealth  possessed  by  different  nations  and  by  the 
same  nation  at  different  periods  of  its  history;  especially  the 
great  increase  in  the  most  recent  times,  in  consequence  of  what 
.we  speak  of  vaguely  as  "advance  of  civilisation,"  "progress  of 
"arts  and  sciences,"  "development  of  trade  and  commerce,"  &c. 
Hence  in  our  method  of  dealing  with  this  question  induction 
from  historical  facts  is  naturally  prominent ;  though  a  certain 
amount  of  deduction  inevitably  comes  in  when  we  analyse  the 
combined  play  of  the  forces  of  economic  change  whose  effects 
history  presents  to  us.  And  we  may,  of  course,  examine  the 
phenomena  of  Distribution  from  the  same  point  of  view  of  Com- 
parative Plutology;  we  may  ask  why  the  share  of  wealth  an- 
nually obtained  by  an  English  miner  is  larger  than  that  obtained 
by  a  German  miner,  or  why  English  landowners  now  obtain 
higher  rents  than  they  did  100  years  ago :  and  if  in  our  answers 
we  "  include  directly  or  remotely,  the  operation  of  all  the  causes" 
that  have  combined  in  causing  the  differences  investigated,  it 
seems  evident  that  onr  method  of  investigation  must  be — just 
as  in  the  case  of  Production — a  primarily  inductive  and  historical 
one.  We  shall  have  to  note  and  explain  differences  and  changes 
in  national  character  generally,  in  the  habitual  energy,  enter- 
prise, and  thrift  of  special  classes,  in  law  and  administration 
and  other  political  circumstances,  in  the  state  of  knowledge, 

>  I  ought  perhftps  to  S6,y  that  I  do  not  reg&rd  m  Mtinfactory  either  the  line 
that  Mill  draws  by  means  of  this  pair  of  tenna,  or  his  maoDer  of  treatiag 
the  qoestions  that  he  diatinguiflhes  as  "dynamical." 
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tbo  state  of  general  and  special  education,  and  other  social  facts; 
and  in  this  explanatiun  the  "method  h  priori"  can  evidently 
occupy  but  a  very  subordinate  place. 

But  such  (iue.stion3  are  not,  I  think,  those  which  most 
obviously  suggest  themselvos  in  connexion  with  the  phenomena 
of  distribution.  Here  the  broad  and  striking  fact,  that  at  once 
troubles  the  sympathy  and  stirs  the  curiosity  of  reflective 
persons,  is  the  great  difference  between  the  shares  of  dififerent 
members  of  the  same  society  at  the  same  time.  Thus  what 
economists  have  been  primarily  concerned  to  explain  is  how 
the  complicated  division  of  the  pnnluce  of  industry  among  the 
different  classes  of  persons  who  have  co-operated  to  produce  it  is 
actually  determined  here  and  now ;  and  what  is  likely  to  be  the 
effect  of  any  particular  change  that  may  occur  in  the  deter- 
mining conditions,  \vhik='  the  general  state  of  things  remains 
substantially  the  same.  Similarly  as  rcgnrda  the  phenomena  of 
exchange,  the  most  natural  and  obvious  question  is  why  each 
of  the  vast  number  of  articles  that  make  up  what  in  the  aggre- 
gate we  call  wealth  is  exchanged  and  estimated  at  its  present 
price;  and  how  far  any  particular  event, other  things  remaining 
the  same,  would  tend  to  raise  or  lower  its  price. 

It  is  in  answering  these  questions  that  the  general  theory  of 
Political  Economy,  asconunonly  treated,  uses  mainly  an  abstract, 
deductive,  and  h;ypothetical  mcthoJ.  That  is,  it  considers  the 
general  laws  governing  the  determination  of  remunerations  and 
prices,  in  a  state  of  thiugs  taken  as  the  type  to  which  modern 
civilised  society  generally  appro.ximates,  in  which  freedom  of 
exchange  and  freedom  in  choice  of  calling  and  domicile  are 
supposed  to  be — broadly  speaking — complete  within  a  certain 
range,  and  in  which  the  natures  and  relations  of  the  human 
beings  composing  the  industrial  organization  are  supposed  to 
be  simpler  and  more  uniform  than  is  actually  the  case  in  any 
known  community.  By  means  of  this  simplification  we  ob- 
taiu  exact  answers  to  our  general  economic  questions  through 
reasonings  that  sometimes  reach  a  considerable  degree  of  com- 
plexity. It  is  obvious  that  answers  so  obtained  do  not  by 
themselves  enable  us  accurately  to  interpret  or  predict  concrete 
economic  phenomena ;  but  I  hold  that  when  modified  by  a  rough 
conjectural  allowance  for  the  difference  between  our  hypothetical 
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premises  and  the  actual  facts  in  any  case,  they  do  materially 
assist  us  in  attaining  approximate  correctness  in  our  interpreta- 
tions and  predictions. 

It  is,  however,  evident  that  the  applicability  and  utility  of 
such  hypothetical  reasonings  will  depend  largely  on  two  con- 
ditions :  first  on  the  degree  of  success  attained  in  forming  our 
original  suppositions,  so  that  they  may  correspond  as  closely  as 
possible  to  the  facts,  without  becoming  unmanageably  complex  ; 
and  secondly  on  the  extent  to  which  we  recognise  and  attend  to 
the  divergence  from  facts  which  is — in  most  cases — inevitable  in 
such  abstract  reasonings,  and  the  insight  and  skill  which  we 
show  in  conjecturing  roughly  the  effect  of  modifying  causes 
whose  operation  we  cannot  precisely  trace.  To  secure  success 
in  either  of  these  respects  we  require  an  accurate  knowledge  of 
the  general  characteristics  of  the  matter  with  which  we  are 
dealing ;  and  I  do  not  see  how  we  are  to  obtain  this  knowledge 
without  an  inductive  study  of  economic  facts.  It  is  not  perhaps 
necessary  that  the  deductive  and  inductive  investigation  of  any 
class  of  economic  phenomena  should  be  always  carried  on  simul- 
taneously, or  even  by  the  same  persons ;  but  the  latter  is  cer- 
tainly an  indispensable  supplement  to  the  former. 

§  3.  To  illustrate  the  necessary  place  of  Induction  even  in  ^ 
connexion  with  the  ordinary  reasonings  of  the  deductive  Political 
Economy,  it  may  be  convenient  to  examine  briefly  the  funda- 
mental assumptions  of  the  latter.  The  first  and  most  funda- 
mental is,  that  all  persons  engaged  in  industry  will,  in  selling 
or  lending  goods  or  contracting  to  render  services,  endeavour 
ceteris  paribus  to  get  as  much  wealth  as  they  can  in  return  for 
the  commodity  they  offer.  This  is  often  more  briefly  expressed 
by  saying  that  Political  Economy  assumes  the  universality  and 
unlimitedness  of  the  desire  for  wealth.  Against  this  assump- 
tion it  has  been  urged  that  men  do  not,  for  the  most  part, 
desire  wealth  in  general,  but  this  or  that  particular  kind  of 
wealth :  in  fact,  that  "  the  desire  of  wealth  is  an  abstraction, 
"confounding  a  great  variety  of  different  and  heterogeneous 
"  motives  which  have  been  mistaken  for  a  single  homogeneous 
"  force'."     It  does  not,  however,  appear  that  there  is  necessarily 

1  Clifle  Leslie,  E»»ay$  in  Political  and  Moral  Philotophy,  p.  238. 
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any  such  mistake  as  Mr  Clitfe  Leslie  here  supposes.  For  so  far 
as  tile  objects  of  these  differeut  and  heterogeneous  desires  are  all 
exchaageable  and  commensurable  In  value,  they  all  admit  of 
being  regarded  as  definite  quantities  of  one  thing — wealth ;  and 
it  is  just  because  the  "desire  of  wealth"  raaj%  for  this  reason, 
be  used  to  include  "  all  the  needs,  appetites,  passions,  tastes, 
"aims,  and  ideas  which  the  various  things  comprehended  imdcr 
"  the  word  wealth  satisfy,"  that  wc  are  able  to  assume,  to  the 
extent  required  in  deductive  political  economy,  its  practical 
universality  and  uulimttediiess.  There  is  no  particular  species 
of  wealth  of  which  it  would  be  approximately  true  to  say  that 
every  one  desires  as  much  of  it  as  ho  cau  get.  But  there  is  no 
class  of  persons  engaged  in  industry  of  whom  it  cannot  be  said 
Mdth  approximate  truth  that  they  would  always  like  more  of 
some  kind  of  wealth  if  they  could  get  it  without  the  least  sacri- 
fice. Even  the  richest  capitalists  and  landowners,  who  are 
merely  connected  with  industry  as  lenders  of  wealth,  are  found 
to  have  a  desire  of  wealth  sufficiently  strong  to  prevent  them 
from  letting  indifferent  persons  have  the  use  of  their  property 
at  less  than  the  market  rate. 

At  the  same  time  it  is  equally  true  that  there  are  other 
things  obtainable  by  labour,  besides  wealth,  which  mankind 
generally,  if  not  universally,  desire ;  such  as  power,  and  reputa- 
tion: and  it  is  further  undeniable  that  men  are  largely  induced 
to  render  services  of  various  kinds  by  family  affection,  fiiend- 
shtp,  compassion,  national  and  local  patriotism  and  other  kinds 
of  esprit  de  corps,  and  by  other  motives.  The  amount  of  unpaid 
work  that  is  done  from  such  motives,  in  modern  civilised  society, 
forms  a  substantial  part  of  the  whole :  and  political  economists 
are  perhaps  faiily  chargeable  with  an  oraisaion  in  making  no 
express  reference  to  such  work — with  the  e.xception  of  the 
mutual  services  rendered  by  husbands  and  wives,  and  by  parents 
and  children.  It  is  however  to  be  said  that  services  altogether 
unrerannorated  by  money  occupy  no  important  place  in  the 
organization  of  industry;  they  belong  chiefly  to  the  exercise  of 
governmental  or  literary  functions,  or  the  management  of 
property  (trust-funds),  or  to  some  part  of  that  complex  system 
of  eleemosynary  labour  and  expenditure,  which  actually  supple- 
ments the  deficiencies  of  the  industrial  distribution.     And  so 
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far  as  paid  services  are  concerned,  all  economists,  from  Adam 
Smith  downwards,  have  recognised  the  operation  of  other 
motives — as  for  instance  the  love  of  reputation— as  a  cause  of 
the  difiTerence  of  remuneration  in  different  employments.  All 
therefore  that  they  have  explicitly  assumed  is  that,  other  things] 
being  equal,  a  man  will  prefer  a  larger  price  or  remuneration 
to  a  smaller.  This  qualification  includes,  of  course,  disagreeable 
things  that  have  to  be  borne,  as  well  as  desirable  things  that 
may  be  acquired ;  indeed  Adam  Smith  draws  express  attention 
to  the  differences  in  the  agreeableness  and  disagreeablcness  of/ 
different  employments  as  a  cause  of  diversity  in  wages. 

Among  the  disagreeable  things  that  have  to  be  borne  Labour 
itself  generally  occupies  a  prominent  place,  in  the  view  of  the 
deductive  economists.  Mill,  for  instance,  speaks  of  "  aversion  to 
"labour"  as  a  "perpetually  antagonizing  principle"  to  the  desire 
of  wealth:  and  it  ha.s  been  customary  to  attribute  to  it  an  equal 
degree  of  universality;  it  being  affirmed  not  merely  that  "every 
"  one  desires  to  obtain  as  much  wealth  as  possible,"  but  that 
he  also  desires  to  obtain  it  by  "the  least  possible  amount  of 
"  labour."  This  proposition,  however,  ia  open  to  the  obvious  ob- 
jection that  many  persons  get  more  happiness  out  of  their  work 
than  they  do  out  of  a  good  deal  of  their  exi^nditure.  And  in 
fact  it  does  not  appear  to  me  necessary,  in  ordinary  economic 
reasonings  on  problems  of  distribution,  to  assume  that  man- 
kind are  "averse  to  labour"  generally.  The  assumption  usually 
required  is  merely  that  every  man  will  require  payment  for  his 
work  if  he  can  get  it;  but  this  immediately  follows  from  the 
desire  of  wealth,  if  he  has  no  special  inducement  for  performing 
gratuitously  the  particular  work  in  question ;  since  the  fact  that 
a  man  likes  his  work  is  not  a  reason  why  he  should  consent  to 
do  it  for  nothing,  if  he  can  get  something  that  he  desires  by  his 
labour'. 

i  It  may  perhupa  be  nrged  that  an  aversion  to  labour  must  at  auy  rate  be 
BnppoB«d  to  ojicrBte  at  the  point  at  wliicli  tlio  labourer  leaves  off;  since  other- 
wise  he  would  not  leave  off,  provided  be  could  obtain  any  object  of  desire  by  oon- 
tianing  to  work.  And,  do  doubt,  it  would  be  usually  safe  to  infer  that  at  the 
eloee  of  any  worker's  daily  task  of  paid  laboar  he  likes  such  labour  decidedly  less 
ihan  some  other  unremunerated  einploymcDt  of  his  time.  Still  the  argnxnent  is 
not  conclusive :  for  a  man  may  cease  to  labour  merely  because  it  would  be  bad 
ecoDomy  of  liis  po^vers  to  continue,  since  additional  work  to-day  would  oanRP  a 
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At  the  same  time  it  is  no  doubt  important  in  justifying,  as 
against  communism,  the  existing  individualistic  organization  of 
industry,  to  show  that  men  in  general  are  not  likely  to  work — 
to  the  extent  required  for  the  satisfaction  of  the  wants  of 
society — without  the  powerful  motive  supplied  by  their  desire 
of  wealth  for  themselves  and  their  families.  And  certainly  we 
seem  able  to  infer,  from  observation  of  the  manner  in  which 
even  the  respectable  rich  employ  their  time,  that  no  import- 
ant part  of  the  labour  required  for  the  production  of  wealth 
is  likely  to  be  carried  on  to  an  adequate  extent,  with  ade- 
quate perseverance  throughout  the  day  and  from  day  to  day, 
by  such  beings  as  men  now  are,  except  under  the  influence 
of  some  motive  more  powerful  than  an  average  man's  liking 
for  work.  Whether  any  communistic  scheme  can  be  expected 
to  supply  such  motives  adequately  is  a  question  which  we  may 
afterwards  take  occasion  to  discuss.  Meanwhile,  for  ordinary 
economic  reasonings,  we  may  accept  the  proposition  "  that  every 
"one  desires  as  much  wealth  as  possible  at  the  least  possible 
"  sacrifice,"  without  necessarily  adding  that  he  always  regards 
as  a  sacrifice  the  labour  by  which  he  is  able  to  produce  or  earn 
wealth. 

From  this  fundamental  assumption  we  may  immediately  in- 
fer, that  so  far  as  freedom  of  contract  exists,  similar  exchanges 
will  be  made  on  approximately  similar  terms,  at  least  within 
the  limits  of  the  same  market ;  meaning  by  a  market*  a  body 
of  persons  iu  such  commercial  relations  that  each  can  easily 
acquaint  himself  with  the  rates  at  which  certain  kinds  of  ex- 
changes of  goods  or  services  are  from  time  to  time  made  by  the 
others.  For  it  is  obvious  that,  if  A  prefers  a  greater  gain  to 
a  smaller,  he  will  not  sell  his  goods  or  his  services  to  B  at  a 
rate  lower  than  what  he  thinks  he  could  obtain  from  C  or  D  ; 
allowance  being  made  for  any  trouble,  expense,  or  other  sacri- 
fice that  he  would  incur  in  getting  the  more  favourable  terms. 
This  inference  is  often  broadly  expressed  by  the  statement  that 
"  where  there  is  open  competition,  there  cannot  be  two  prices 

more  than  proportionate  decrease  in  efficiency  for  work  hereafter.  I  Boppose 
that  this  explanation  would  be  frequently  true,  as  regards  the  higher  kinds  of 
intellectual  work. 

*  Cf.  Jevons,  Theory  of  Political  Economy,  c.  iv.  "Definition  of  k  market." 
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"  in  one  market  for  the  same  commodity."  Such  a  stAtemcnt, 
as  ordinarily  understood,  itupliea  that  the  market-price  is 
determined  by  the  unconcertcd  action  of  individual  exchangers. 
We  have,  however,  no  ground  for  assuming  t\  priori  that  the 
uncontrolled  action  of  euligbtened  persons  seeking  each  his  own 
greatest  pecuniary  gain  may  not  under  certain  circumstances 
result  in  a  deliberate  combination  of  sellers  or  buyers  to  dictate 
terms  of  exchange.  And  I  shall  afterwards  show  that  the  ques- 
tion what  price  enlightened  self-interest  will  prompt  such  a 
combined  body  to  demand  is  not  outside  the  range  of  the 
deductive  method;  it  is  only  a  special  case  of  the  determina- 
tion of  the  value  of  a  monopolized  article,  Avhich  may  be  made 
tbe  subject  of  abstract  reasoning  as  suitably  as  any  other  de- 
termination of  value.  But  it  is  convenient  and  customary  to 
use  the  term  'competition '  to  imply  the  absence  of  such  combi- 
nation ;  and  I  shall  so  use  it 

Tbe  operation  of  competition  above  described,  by  which  the 
terms  of  similar  exchanges  are  kept  approximately  similar, 
shutdd  be  carefully  distingiiished  from  that  other  action  of 
competition,  by  which  certain  inequalities  in  the  remunera- 
tion of  dis^mUar  services  tend  to  be  coutinually  removed, 
though  more  slowly  and  indire«.'tly.  In  this  latter  case  we 
have  to  consider  the  iuBuence  exercised  by  the  desire  of  wealth, 
and  the  knowledge  of  current  rates  of  remuneration,  not  on 
the  terms  of  particular  bargains,  but  on  men's  choice  of — or 
adhesion  to — their  respective  trades  or  professions.  The  ex- 
istence of  this  influence  may  be  inferred  from  the  as-sumptions 
already  made  as  immediately  and  cogently  as  the  intiuence  of 
competition  on  similar  exchanges.  That  is,  we  may  infer  that 
persons  considering  what  trade  or  profession  to  select  among 
those  open  to  them  will,  other  things  being  equal,  select  tho.se 
that  they  (or  their  advisers)  beUeve  to  be  best  remunerated ; 
and  further  that  persona  will  leave  a  badly  remunerated  trade 
when  they  think  that  they  can  obtain  elsewhere  a  remuneration 
sufficiently  higher  to  compensate  for  the  trouble  and  annoyance 
— and  in  most  cases  extra  risk — involved  in  the  change. 

To  complete  our  list  of  the  assumptions  ordinarily  made 
by  English  political  economists  wc  should  have  to  include  other 
propositions  relating  to  several  different  social  facts,  such  as 
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Popntation,  Agriculture  and  Oovernment.  But  the  priticiplea 
of  competition  above  given  are  certainly  tLe  cbief  and  cardinal 
axioms  of  deductive  economics :  and  porbaps  tliey  will  serve 
for  our  present  purpose.  As  I  have  stated  them,  they  seem  to 
me  incontrovcrtibly  legitimate  as  corresponding  broadly  to  the 
facts  of  modern  industrial  societies.  But  I  see  no  adequate 
ground  for  assuming  these  principles  d  priori,  except  vnih  the 
qualifications  above  given ;  and  as  so  qualified,  they  do  not 
enable  us  confidently  to  explain  or  predict  the  economic 
phenomena  of  any  actual  society  without  additional  data,  which 
can  only  be  obtained  by  induction.  We  m;iy  affirm  A  prion 
that  men  will  prefer  a  greater  gain  to  a  less,  other  things  beinfj 
equal;  but  we  can  draw  no  positive  inferences  from  this  without 
ascertaining  how  far  other  things  are  equal:  and  we  can  only 
learn  by  a  careful  study  of  facts  the  force  of  the  other  motives, 
of  which  all  economists  admit  the  existence  and  importance; 
especially  of  the  powerful  but  unobtrusive  impulses  which  lead 
a  man  to  do  what  other  people  do,  and  what  he  himself  has 
done  before.  Similarly  we  may  affirm  that  in  a  perfectly 
organized  market,  in  which  the  terras  of  all  bargains  may  be 
ascertainc<l  without  more  trouble  than  average  exchangers  are 
able  and  willing  to  take,  the  price  of  similar  commodities  will 
be  approximately  the  same,  allowance  being  made  for  the 
trouble  and  expense  of  conveying  the  commodity  ;  but  we  can 
only  learn  by  a  study  of  facts  how  far  in  any  given  society  at 
any  given  time  the  conditions  of  sale  of  any  particular  commodity 
approximate  to  those  of  a  perfectly  organized  market.  With 
what  degree  of  precision  the  required  knowledge  can  be  obtained, 
what  exertions,  intellectual  or  physical,  are  needed  to  obtain 
it,  what  the  probability  is  of  these  exertions  being  made  by 
average  sellers  or  buyers  of  the  commodity  in  question,  are 
all  points  that  can  only  be  determined  empirically.  8a  .ngain, 
it  may  be  granted  that  competition  tends  to  equalise  the 
remunerations,  so  far  as  they  are  known,  of  dissimilar  services, 
involving  e(|ual  sacrifices  and  rendered  by  persons  with  equal 
natural  qualifications  and  opportunities.  But  before  we  can 
apply  this  principle  in  any  concrete  case,  we  have  obviou.sly  to 
ascertain  how  the  different  persons  or  claisses  of  persons  con- 
cerned estimate  particular  sacrifice."?,  and  what  their  qualifica- 
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tioQS  and  opportunities  are;  that  is,  to  what  extent,  and  by 
what  expenditure  of  time  and  means,  they  are  really  able  to  fit 
themselves  for  each  of  the  different  careers  that  they  are  legally 
free  to  enter. 

§  4.  These  limitations  to  the  use  of  the  deductive  method 
in  Political  Economy  appear  to  me  obvious  and  incontrovertible: 
and  I  have  endeavoured  always  to  keep  them  in  view  throughout 
the  discussion  of  the  laws  of  Distribution  in  Book  II.  I  must 
admit,  however,  that  they  have  not  always  been  duly  recognised 
by  deductive  economists ;  who  have  in  consequence  been  led  to 
make  somewhat  too  sweeping  assumptions  as  to  concrete  facts. 
I  think  that  writers  of  the  opposite  school  have  done  good 
service  in  criticizing  these  assertions,  and  the  confident  and 
dogmatic  tone  in  which  they  have  been  enunciated.  But  I 
cannot  accept  the  conclusion  which  some  of  them  have 
proceeded  to  draw,  that  the  traditional  method  of  English 
Political  Economy  is  essentially  faulty  and  misleading.  I  quite 
admit  that  the  direct  utility  of  the  deductive  method,  as  a 
means  of  interpreting  and  explaining  concrete  facts — though 
not  its  validity,  so  long  as  it  is  regarded  as  merely  abstract  and 
hypothetical— depends  on  its  being  used  with  as  full  knowledge 
as  possible  of  the  results  of  observation  and  induction.  But  its 
indirect  utility,  as  a  means  of  training  the  intellect  in  the  kind 
of  reasoning  required  for  dealing  with  concrete  economic  prob- 
lems, depends  to  a  far  less  degree  on  such  empirical  knowledge; 
and  I  cannot  see  that  this  indirect  utility  is  materially  affected 
by  any  divergences  that  have  been  shown  to  exist  between  the 
premises  of  current  deductions  and  the  actual  facts  of  industry. 
On  the  other  hand,  I  think  that  both  the  validity  and  the 
utility  of  the  current  deductions  have  been  somewhat  impaired 
by  a  want  of  thorough  explicitness  as  to  the  assumptions  on 
which  these  reasonings  depend,  and  by  a  want  of  clearness  in 
the  cardinal  notions  employed  in  them.  In  order  to  guard 
against  this  latter  defect,  I  have  been  led  to  perform  with 
rather  unusual  elaborateness  the  task  of  defining  the  cardinal 
terms  of  Political  Economy.  The  precise  advantages  that  I 
have  hoped  to  gain  by  this  are  explained  in  the  second  chapter 
of  the  following  book,  in  which  the  task  is  commenced :  I  trust 
that  I  shall  convince  the  reader  that  the  process,  however 
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tedious,  is  absolutely  indispensable  to  that  exact  treatment 
of  economic  questions,  to  which  alone  the  epithet  'scientific* 
ought  to  be  applied. 

Here  I  may  notice  the  discussion  that  has  recently  been 
raised^  on  an  issue  still  wider  than  that  debated  between  the 
advocates  of  the  "  k  priori "  economics,  and  the  Inductive  or 
"  realistic  "  school ;  viz.  on  the  pretensions  of  Political  Economy 
to  be  a  science  at  all.  I  ceitainly  think  the  language  some- 
times used  by  economic  writers,  suggesting  as  it  does  that  the 
doctrines  they  expound  are  entitled  in  respect  of  scientific  per- 
fection to  rank  with  those  of  Physics,  is  liable  to  be  seriously 
misleading.  But  I  am  not  disposed  to  infer  from  this  that  we 
ought  deliberately  to  acquiesce  in  treating  Political  Economy 
unscientifically.  My  inference  would  rather  be,  not  that  we 
ought  not  to  aim  at  being  as  scientific  as  we  can,  but  that  we 
ought  to  take  care  not  to  deceive  ourselves  as  to  the  extent  to 
which  we  have  actually  attained  our  juLm :  that,  for  instance,  so 
far  as  we  are  treating  Political  Economy  positively,  we  should 
avoid  mistaking  a  generalisation  from  limited  experience  for  a 
universal  law ;  and  so  far  as  we  are  treating  it  hypothetically, 
we  should  take  care  not  to  use  words  in  different  meanings 
without  being  aware  of  the  difference,  nor  suppose  our  notions 
to  be  quantitatively  precise  when  they  are  really  indefinite. 
The  endeavour  to  be  scientific  in  this  sense  will  not  lead  to 
hasty  and  mistaken  dogmatism ;  on  the  contrary,  it  will,  I  hope, 
deliver  us  from  the  hasty  and  mistaken  dogmatism,  caused  by 
loose  and  confused  thinking,  to  which  'common  sense'  or 
'  natural  intelligence '  is  always  liable. 

*  See  especially  Profeesor  Price's  Practical  Political  Economy. 
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CHAPTER  I. 


THE  THEORY  OF  PRODUCTION. 


§  1.  The  fundamental  question  with  which  we  shall  be 
concerned  in  the  present  Book  may  be  simply  stated  thus: 

Under    what    COni^itjPP",    "'^    ^y    ^ha    nparntirtn     nf    ttrhnt     }«ma 

does  a  n«»tiftH  ^rnma  mym  tr  hm  Tranlthy?  The  need  of 
a  more  precise  definition  of  this  question,  and  the  proper 
mode  of  meeting  this  need,  will  be  explained  as  we  go  on; 
at  the  outset  thb  more  obvious  and  popular  statement  seems 
sufficient 

In  considering  this  question  the  first  point  which  presents 
itself  is  the  difficulty  of  separating  the  study  of  Production 
from  the  study  of  Distribution  and  Exchange.  It  is  easily 
seen  that  the  kinds  of  wealth  produced  in  any  society  depend 
largely  on  the  manner  in  which  wealth  is  distributed  among 
the  members  of  the  society.  In  a  community  where  there  is 
a  large  middle  class,  there  will  probably  be  an  abundance  of 
cheap  luxuries ;  while  where  there  are  only  a  few  rich  persons 
among  a  multitude  of  poor,  we  shall  expect  to  find  a  production 
mainly  of  necessaries,  with  a  small  amount  of  costly  and  elabo- 
rate commodities.  Similarly,  distribution  cannot  fail  to  influ- 
ence the  amounts  of  wealth  produced;  since  both  the  nature 
and  the  intensity  of  the  motives,  that  normally  prompt  men 
either  to  labour  or  to  save,  vary  considerably  according  to  their 
position  in  the  scale  of  wealth  and  poverty.  The  precise  im- 
portance of  the  influence  thus  exercised  on  production  is  no 
doubt  hard  to  estimate.  Indeed  if  we  were  able  to  estimate 
it  exactly, — if  (e.g.)  we  could  tell  how  far  the  improvement 


pRODUCTiny. 

in  iudustrial  instruments  and  processes  would  go  ou  as  at 
present,  if  tho  inventors  and  managers  of  industry  had  not  the 
present  keen  spur  of  private  gain — the  controversy  between 
Socialists  and  atlvocatcs  of  Inisser  fuire  would  be  ranch  nearer 
settlement  than  it  is.  But  however  we  may  answer  such 
questions  as  tliis,  we  are  hound  to  take  note  of  the  effects  of  the 
existing  distribution  of  wealth,  as  supplying  to  the  different 
classes  engaged  in  production  the  stimulus  that  actually  prompts 
the  energetic  and  sustained  labour  and  the  extensive  outlay  of 
wealth  for  remote  result^s,  which  we  find  them  undertaking. 

None  the  less  does  it  seem  to  me  desirable  that  we  shoidd 
practise  ourselves  in  contemplating  the  process  of  production 
from  the  point  of  view  of  society  as  a  whole,  abstracting  as 
far  as  possible  from  the  'adjustment  of  the  terms  of  co-opera- 
'tion"  among  producei^;  so  that  the  total  gain  or  loss  in 
wealth  resulting  from  any  given  change  to  the  aggregate  of 
human  beings  concerned  may  be  habitually  distinguished  from 
those  gains  and  losses  of  individuals  which,  regarded  from  the 
point  of  view  of  society,  are  mere  transfers.  Normally,  no  doubt, 
what  is  productive  of  wealth  to  an  individual  tends  to  increase 
the  wealth  of  the  community  of  which  he  is  a  part  :  but  this  is 
not  always  the  case, — e.  g.  a  man  may  make  money  by  pro- 
moting a  joint-stock  company  that  fails — and  even  when  the 
two  effects  arc  combined,  they  may  be  combined  in  indefi- 
nitely varj-iiig  proportions.  And  to  confound  the  effect  of 
any  cause  on  the  wealth  of  a  part  with  its  effect  on  the  whole 
wealth  is  one  of  the  commonest  forms  of  error  in  popular 
economic  discussion ;  the  operation  of  a  new  law,  a  tax,  a  war, 
or  other  important  social  event,  in  increasing  or  diminishing  the 
wealth  of  some  particular  class  of  persons,  being  specially 
striking  and  impressive,  attracts  the  attention  of  ordinary 
observers  to  the  exclusion  of  all  other  effects.  Further,  many 
of  the  cardinal  notions  of  Political  Economy,  such  as  Capital, 
Profit,  Cost  of  Production — even  the  more  elementary  notion  of 
Wealth — are  naturally  conceived  somewhat  differently  from  the 
point  of  view  of  the  individual  and  from  that  of  society ;  and  it 

'  The  ((LraKe  is  qnoted  from  Hearn's  PUitology.  I  take  tlio  opportunity 
of  acknowledging  the  aRsistance  that  I  have  derived  from  this  well-writteD  and 
instractiTe  work,  in  composing  the  present  portion  of  my  treatiae. 
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is  important  to  recognise  clearly  this  doubleness  of  meaning, 
so  as  to  guard  against  the  confusions  that  are  liable  to  arise  out 
of  it. 

Accordingly  I  propose  in  the  present  Book,  to  keep  as  con- 
sistently as  possible  to  the  social  view  of  industry.  We  shall 
consider  the  members  of  the  human  family  as  corabiDing,  on 
certain  terms,  the  determination  of  which  we  do  not  at  present 
investigate,  in  the  work  of  adapting  their  material  environment 
to  their  joint  needs  and  uses ;  we  shall  examine  the  circumstances 
that  have  been  favourable  or  adverse  to  this  combined  operation, 
and  try  to  forecast,  so  far  as  may  be,  the  prospect  of  greater  or 
less  success  in  it  hereafter.  We  must  take  notice  of  variations 
in  the  amounts  of  the  products  of  industry,  falling  to  the  lot 
respectively  of  the  different  classes  of  persons  who  have  com- 
bined, personally  or  by  lendiog  their  property,  to  produce 
them;  indeed  we  shall  have  to  consider  these  varying  shares 
from  two  distinct  points  of  view,  both  as  motives  to  labour  and 
saving,  and  as  means  to  the  efficient  performance  of  functions : 
but  we  shall  not  yet  inquire  how  the  proportional  amount  of 
each  share  comes  to  be  neither  more  nor  less  than  it  is. 

§  2.  But  though  I  thus  agree  with  Mill  in  separating  the 
Theory  of  Production  from  that  of  Distribution  and  Exchange, 
I  cannot  agree  with  him  in  separating  the  discussion  of  the 
fundamental  notions  employed  in  the  former  from  the  discus- 
sion of  Value.  It  is  clearly  impossible  to  form  any  precise  idea 
of  amounts  of  wealth,  of  increase  or  decrease  of  wealth,  greater 
or  less  efficiency  of  production,  before  we  have  settled  how 
wealth  is  to  be  measured;  and  since  wealth  is  currently 
measured  by  its  value — for  when  we  say  that  a  man's  wealth  is 
increased,  we  do  not  usually  mean  that  he  owns  more  matter, 
but  that  what  he  owns  is  more  valuable — it  seems  desirable,  in 
order  to  attain  a  scientific  method  of  measuring  it,  to  begin  by 
examining  the  notion  of  Value:  and  then  to  attempt  to 
determine  the  notion  of  Wealth  so  far  as  is  needful  for  the 
purpose  of  the  present  enquiry.  The  examination  of  these 
two  fundamental  conceptions  occupies  the  two  following  chap- 
ters. In  the  third  chapter  I  proceed  to  what  I  may  call  a 
'  qualitative  analysis '  of  the  conditions  of  Production ;  in  the 
course  of  which  the  relation  of  Capital  to  other  factors  of 
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industrial  progress  comes  naturally  to  be  indicated.  But  to  make 
this  relation  quite  clear,  it  is  necessary  to  take  up  again  the  task 
of  definition  and  affix  a  precise  meaning  to  the  term  Capital. 
Then  in  a  concluding  chapter  I  examine  how  far  we  can 
determine  the  general  laws  of  operation  of  the  causes  on  which 
the  increase  or  decrease  of  wealth  in  any  society  has  been  found 
to  depend. 


CHAPTER  II. 


THE   DKFINITION   AND   MEASURE   OF  VALUE. 


§  1.  Before  attempting-  to  make  the  common  notion  of  value 
and  quantitatively  precise,  it  may  be  useful  to  explain 
my  general  view  of  the  work  of  definition,  which  will  occupy 
80  large  a  space  in  this  part  of  ray  treatise.  For,  in  spite 
of  all  that  has  been  written,  by  authors  of  deserved  repute, 
on  the  place  of  Definition  in  Economic  Science,  it  still  seems 
to  me  that  this  introductory  part  of  the  study  is  rarely  treated 
from  such  a  point  of  view  as  would  enable  us  to  derive  the 
maximum  of  instruction  from  it.  The  economists  who  have 
given  most  attention  to  the  matter  seem  to  me  commonly  to 
fall  into  two  opposite  errors  at  the  same  time.  They  underrate 
the  importance  of  seeking  for  the  best  definition  of  each  car- 
dinal term,  and  they  overrate  the  iraiportance  of  finding  it. 
The  truth  is, — as  most  readers  of  Plato  know,  only  it  is  a  truth 
difficult  to  retain  and  apply, — that  what  we  gain  by  discussing 
a  definition  is  often  but  slightly  represented  in  the  superior 
fitness  of  the  formula  that  we  ultimately  adopt ;  it  consists 
chiefly  in  the  greater  clearness  and  fulnes.s  in  which  the  cha- 
racteristics of  the  matter  to  which  the  formula  refers  have 
been  brought  before  the  mind  in  the  process  of  Keeking  for  it. 
While  we  are  apparently  aiming  at  definitions  of  terms,  our 
attention  should  be  really  fixed  on  distinctions  and  relations  of 
fact  These  latter  are  what  we  are  cuucerncd  to  know,  con- 
template, and  as  far  as  possible  arrange  and  systematize ;  and 
in  subjects  where  we  cannot  present  them  to  the  mind  in 
orderly  fulness  by  the  exercise  of  the  organs  of  sense,  there  is 
s.  P.  E.  4 
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no  way  of  surveying  them  so  convenient  as  that  of  reflecting  on 
our  use  of  common  terms.  And  this  reflective  contemplation 
is  naturally  stimulated  by  the  effort  to  define ;  but  when  the 
process  has  been  fully  performed,  when  the  distinctions  and 
relations  of  fact  have  been  clearly  apprehend ed^  the  final  ques- 
tion as  to  the  mode  in  which  tbey  should  be  represented  in  a 
definition  is  really — what  the  whole  discussion  appears  to 
superficial  readers — a  question  about  words  alone.  Hence  in 
compaiing  different  definitions  our  aim  should  be  far  leaa  to 
decide  which  we  ought  to  adopt,  than  to  apprehend  and  duly 
consider  the  grounds  on  which  each  has  commended  itself  to 
reflective  minds.  We  shall  generally  find  that  each  writer 
has  noted  some  relation,  some  resemblance  or  difference, 
which  others  have  overlooked ;  and  we  shall  gain  in  com- 
pleteness, and  often  in  precision,  of  view  by  following  him 
in  his  observations,  whether  or  not  we  follow  him  in  his  con- 
clusions. I  may  observe  that  theVe  is  a  natural  tendency  to 
estimate  the  results  of  intellectual,  as  of  other,  labour  in  pro- 
portion to  their  coat ;  hence  the  more  difficulty  we  have  found 
in  drawing  a  line  of  definition,  the  more  inclined  we  are  to 
emphasLze  its  importance  when  once  drawn,  and  to  overlook  or 
underrate  the  points  of  resemblance  which  objects  excluded 
by  it  have  to  those  included.  Whereas  the  very  difficulty 
of  drawing  the  line  is  most  likely  due  to  the  importance  of 
these  points  of  resembianco ;  and  instead  of  forgetting  them 
when  the  work  of  definition  has  been  performed  to  our  satis- 
faction, we  ought  to  take  special  pains  to  keep  them  before 
our  minds.  Often,  indeed,  we  have  to  admit  that — even  when 
a  distinction  is  of  fundamental  importance — no  nharp  line  of 
definition  can  be  drawn,  owing  to  the  gradual  manner  in  which 
the  cjises  near  the  line  shade  off  into  each  other. 

I  have  said  that  iu  the  work  of  definition,  the  final  ques- 
tion— the  puint  which  we  directly  raise  and  settle — must  be 
merely  a  question  as  to  the  use  of  woids.  In  saying  this  I  do 
not  at  all  mean  to  depreciate  its  imjiortancCj  or  to  justil'y  a 
careless  treatment  of  it.  No  doubt  if  our  view  of  the  subject 
is  tolerably  complete,  and  our  notions  clear  and  precise,  it  is  of 
secondary  importance  what  verbal  tools  we  use  in  reasoning,  so 
long  aa  we  use  them  consistently ;  but  this  secondary  imjjort- 
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ance  is  sufficiently  great  to  claim  our  most  careful  consideration. 
There  seem  to  be  two  conditions  which  it  is  on  different  grounds 
desirable  that  a  definition  should  satisfy  as  far  as  possible ;  but 
we  should  bear  in  mind  that  we  frequently  cannot  completely 
satisfy  either — still  less  both  together.  In  the  first  place,  we 
should  keep  as  closely  as  we  can  to  the  common  use  of  lan- 
guage :  otherwise  we  are  not  only  exposed  to  the  danger  of 
being  misunderstood  by  others,  through  the  force  of  habitual 
usage  overcoming  the  impression  produced  by  express  defini- 
tion ;  but  we  further  run  serious  risk  of  being  inconsistent  with 
ourselves,  on  account  of  the  similar  effect  of  habit  on  our  own 
minds.  Secondly,  our  definitions  should  be  precisely  adapted 
to  the  doctrine  that  we  have  to  expound  ;  so  that  we  may  avoid 
as  far  as  possible  the  continual  use  of  qualif_ying  epithets  and 
phrases.  In  aiming  at  the  first  of  these  results,  we  should  not 
forget  that  common  usage  may  bo  inconsistent;  on  the  other 
baud,  we  should  not  hastily  assume  that  this  is  the  case. 
Elconomists  have  sometimes  missed  the  useful  lessons  which 
common  thought  has  to  teach,  by  deciding  prematurely  that  a 
word  is  used  in  two  or  more  distinct  senses,  and  thus  omitting 
to  notice  the  common  link  of  meaning  that  connects  them. 
Still,  it  will  of  course  often  happen  that  we  cannot  fit  a  word 
for  scientific  use  without  cutting  off  some  part  of  its  ordinary 
signification :  hence  it  is  very  important  that  we  should  keep 
carefully  distinct  the  two  very  different  questions  (1)  What  do 
we  commonly  mean  by  the  terms,  Value,  Wealth,  Capital, 
Money,  &c,  ?  and  (2)  What  ouyht  we  to  mean  by  them — what 
meaning  is  it,  for  scientific  purposes,  convenient  to  attach  to 
them  ?  I  think  that  a  good  doal  of  unnecessary  controversy  has 
been  due  to  a  want  of  clear  separation  between  these  two  very 
different  inquiries,  and  the  different  methods  of  discussion 
respectively  appropriate  to  them,  It  seems  to  be  forgotten 
that  the  former  question  is  not  strictly  an  economic  question 
at  all,  but  a  linguistic  one ;  we  may  even  add  that  it  is  a  lin- 
guistic question  which  those  who  are  most  acquainted  with 
economic  facts  find  themselves  least  able  to  solve  succinctly  and 
satisfactorily:  since  in  attempting  to  give  to  common  terms  the 
precision  which  their  own  view  of  the  facts  requires,  they  inevi- 
tably raise  questions  which  are  not  raised  in  ordinary  thought, 
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and  to  which  therefore  it  is  ilhisory  to  suppose  that  comraon 
usage  gives  even  an  implicit  answer.  Again,  in  trying  to  adapt 
our  terms  to  scientific  purposes,  we  must  remember  that,  deal- 
ing aa  we  are  with  facts  whose  relations  of  resemhlance  and 
difference  are  highly  complex,  we  may  often  require  to  classify 
them  somewhat  differently  for  the  purposes  of  different  inqui- 
ries ;  and  that  hence  a  definition  which  would  be  most  suitable 
for  one  investigation  will  require  some  modification  to  render 
it  convenient  for  another.  Economists  have  frequently  found 
this ;  and  have  been  content  to  meet  the  diflUculty  by  using  the 
same  word  with  slight  differences  of  meaning.  This  seems  to 
me  often  the  best  course  to  adopt,  provided  the  change  is  clearly 
stated  and  kept  before  the  reader's  mind.  I  find,  however,  that 
even  careful  writers  have  been  too  much  inclined  to  slur  over 
the  differences  of  meaning,  and  keep  them  in  the  background, 
especially  when  they  are  not  considerable  in  amount:  a  proce- 
dure which  dangerously  tends  to  encourage  looseness  of  thought. 
I  have  spoken  once  or  twice  of  the  importance  of  making 
our  thought  precise.  I  do  not  mean  that  we  should  necessarily 
aim  at  quantitative  exactness  in  all  our  statements  of  economic 
laws.  I  quite  agree  with  the  writers  (such  as  Caimes)  who 
have  warned  iia  against  the  futility  of  such  an  aim.  But  the 
more  inevitable  it  is  that  our  conohisions  should  be  merely 
rough  and  approximate,  the  more  important  it  becomes  that  we 
should  be  thoroughly  aware  when  and  how  far  they  are  wanting 
in  exactness ;  and  in  order  that  we  may  be  aware  of  this,  we 
should  make  our  conceptions  aa  precise  as  possible,  even  when 
we  cannot  make  our  statements  so.  Only  in  this  way  can  we 
keep  before  our  minds  the  inadequacy  of  our  knowledge  of 
particulars  to  supply  answers  to  the  questions  which  our  general 
notions  lead  us  to  ask.  And  if,  as  is  sometimes  the  case,  even 
our  general  conceptions  cannot  be  reduced  to  perfect  exactness ; 
it  is  still  desirable  that  wc  should  know  why  this  is  the  case, 
and  what  obstacles  the  fact  presents  to  our  efforts  to  think 
precisely  about  it.  This  last  precaution  seems  to  me  to  have 
been  specially  neglected  by  economists.  Most  of  the  objects 
about  which  they  reason  are  conceived  as  possessing  definite 
quantity.  Yet  (e.g.)  some  of  the  most  eminent  of  them*  have 
'  Cf.  post,  B.  II.  0.  ti. 
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not  always  seen  that  it  is  impossible  to  think  definitely  of  the 
quantity  of  any  aggregate  of  diverse  elements,  except  bo  far  as 
these  elements  admit  of  being  reduced  to  a  common  quantita- 
tive standard ;  and  that  unless  this  is  done,  when  we  speak  of 
such  an  aggregate  as  having  increased  or  ilecreased  in  amount, 
or  of  somethiug  else  as  "  vai*}nng  in  proportion  to  "  it,  we  are 
using  words  to  which  there  are  necessarily  no  definite  thoughts 
corresponding. 

Bearing  in  mind  then  these  general  considerations,  let  us 
attempt  to  deal  with  the  much  controverted  notion  of  Value 
upon  the  principles  above  laid  down. 

§  2.  Ekionomists  have  usually  followed  the  Physiocrats  in 
attributing  to  the  term  value  two  different  meanings,  utility 
and  power  of  purchasing.  The  distinction  thus  drawn  betwecu 
"Value  in  use"  and  "Value  in  exchange"  iscertaiuly  importaut; 
but  the  account  usually  given  of  the  two  notions  overlooks  the 
connexion  between  them ;  which  lies  in  the  comparison  of  equi- 
valents which  the  term  value  in  either  sense  essentially  implies. 
For  let  us  consider  what  we  mean  wheu  we  speak  of  a  man 
setting  value  on,  or  attaching  value  to,  things  to  which  the  idea 
of  exchange  is  inapplicable — whether  this  inapplicability  be  due 
to  circumstances  isolating  the  man,  as,  for  instance,  if  we  think 
of  Robinson  Crusoe  on  his  island ;  or  to  the  fact  that  no  one 
else  would  buy  the  things,  as  iu  the  case  of  old  lettei-s  and 
other  memorials,  knowledge  of  various  kinds,  &c.  We  do 
not,  I  think,  mean  exactly  that  the  things  are  useful  to  him ; 
though  no  doubt  they  are  in  a  certain  sense  useful,  that  is,  they 
satisfy  or  prevent  some  want  or  desire  which  is  or  would  be  felt 
in  the  absence  of  them'.     But  we  mean  that  the  man  would,  if 

>  This  seems  to  be  the  accepted  meaning  of  the  terms  "  uscfal,"  "utility," 
ice.,  ia  the  present  discnssion.  It  is  not,  I  think,  quite  convenient  to  say  with 
Professor  Jevons  that  '  u.seful '  is  tliat  which  gives  pleasure ;  and  to  measure 
'  tltilitf ,'  in  the  Bentbamitc  way,  by  the  balance  of  jileaauralile  over  jiainful 
eonsetinences.  For  ;;r«m/i  facie  there  are  many  valacd  things — alcohol,  opium, 
Ac. — which  not  only  have  an  actual  tendency  to  produce  a  balance  of  painful 
oonseqaences  to  their  consumers,  but  are  even  known  to  have  this  tendency  by 
the  persons  who  nevertheless  valae  and  consame  them.  And  in  dealing  with  the 
determination  of  valae  wo  are  not  ooncemed — except  in  a  very  indirect  way — 
with  these  painful  consequences :  what  we  are  concerned  with,  is  the  intensity  of 
the  desire  or  demand  for  the  articles  in  question,  as  measured  by  the  amount  of 
other  things,  or  of  labour,  that  their  consumers  are  prepared  to  give  for  them. 


^ 


/ 


54 


VALUE. 


[BookL 


necessary.^we  something  to  gain  them  or  prevent  their  destruc- 
tion. This  something  may  be  some  useful  material  thing,  or  it 
may  be  labour  of  some  kind  ;  the  general  notion  of  value  leaves 
this  quite  indefinite,  provided  only  the  giving  of  the  matter 
or  labour  would  not  occur  unless  there  were  something  to  be 
got  or  preserveil  by  it.  All  that  it  distinctly  involves  is  the 
notion  of  something  else,  presented  as  a  possible  alternative  for 
the  thing  vabied. 

If  this,  thou,  be  the  fundamental  conception  of  Value  when 
exchange  is  out  of  the  question,  it  does  not  seem  to  be  essen- 
tially alterod  iu  the  more  ordinary  case  when,  in  speaking  of 
the  value  of  a  thing,  we  no  doubt  have  in  view  its  Exchange 
^Value.  Only  iu  this  latter  case  we  mean  that  other  people 
would  give  something  for  the  article  in  question :  that  if 
ofiered  for  sale  it  would  fetch  a  price  in  the  market-  If  we 
only  wanted  a  qualitative  definition  of  the  common  notion  of 
value,  we  need  not  press  our  inquiries  beyond  this  ;  we  need 
not  go  on  to  ask  ivhat  it  is  that  other  people  would  give  in 
exchange.  But  if  we  use  the  notion  qitantitatively,  as  we  com- 
monly do,  and  as  we  require  to  do  for  the  purposes  of  economic 
science  ;  if  we  think  of  a  thing  A  as  having  more  or  less  value 
than  a  thing  B,  we  must  mean  that  some  purchasers  will  give 
for  A  more  or  less  of  a  certain  kind  of  thing  than  any  purchaser 
would  give  for  B.  That  is,  we  require  a  Standard  of  Value. 
And  further,  if  we  make  our  quantitative  comparison  precise, 
and  think  of  one  thing  as  being  (e.g.)  twice  as  valuable  as 
anotlicr,  wo  necessarily  imply  what  economists  call  a  "  perfect 
"market,"  in  which  there  cannot  be  two  prices  for  the  same 
thing  at  the  same  time.  So  long  as  this  market  is  thought  of 
at  a  particular  place  and  time,  the  conception  of  a  standard 
of  value  presents  no  difficulty.  Obviously,  any  thing  we  choose 
will  serve  for  a  standard  ;  for  if  cloth  (e.g.)  will  sell  in  a  perfect 
market  for  more  of  any  one  thing  than  linen  will,  it  will  sell  for 
more  of  any  other  thing. 

But  a  perplexity  arises  when  we  compare  the  values  of  the 
same  thing  at  different  times,  and  speak  of  things  increasing 
or  decreasing  in  value.  For  here  we  can  no  longer  take  any- 
thing we  like  as  a  standard  of  value ;  since  we  do  not  think  a 
thing  more  valuable  because  it  will  sell  for  more  of  something 


Chap.  11]    DEFIJITIOJ  AS1>  MEASTRK  OF  TALUK. 


55 


that  has  gnyvn 
has  risen  in  vaiai^  wka 
one  of  two  aanwB  ■ 
thing  woaU  aeO  tar  ■ 
would  sell  kx  OMae  of  : 
value.    Neither  afthfti ; 


tamt^  aMBB  ?    To  this  qaeatmi 
pva;  either  (1)  that  tho 
of  thiBp  IB  geoefml,  or  (2)  that  it 
wUdi  itself  had  not  \-aried  in 
I  i»  altogether  satisfMrtory.    The 


first  U  at  onee  ahatiart  and  vagne ;  ve  caiurofc  actoally  exchauge 
an  article  for  'thing*  is  genera];'  aod  it  is  not  easy  to  see  how 
we  can  state  its  Talae  in  tenns  of  sach  an  aggre^te,  if  the 
elements  composing  the  aggregate  hare  in  the  mean  time 
varied  in  valae  relatirely  to  each  other,  as  may  easily  be  the 
case.  The  second  answer  appeals  to  avoid  this  difficulty ;  but 
this  appearance  is  sood  dnpeUed.  For  reflection  shows  us 
that  the  notion  of  '  not  varying  in  value '  must  be  exactly  as 
hard  to  define  as  the  opposite  notion  of  'rannug  in  value,' 
The  second  answer,  therefore,  stUl  leaves  us  asking  '  What 
'  does  variation  in  value  mean  and  how  is  it  to  be  measured  V 

There  is,  however,  a  mode  of  meeting  this  difficulty,  which 
is  given  in  perhaps  the  clearest  form  by  Cairncs'.  He  has 
no  doubt  that  when  in  discussing  an  advance  in  the  prico 
of  butcher's  meat,  we  ask  whether  meat  has  riseu  or  moucy 
fallen  in  value,  "  obviously  there  Is  a  tacit  reference  to  the 
"  causes  on  which  value  depends :  and  the  question  really  raised 
"  is  not  strictly  as  to  the  change  in  the  exchange  value  of  meat 
"  and  money,  but  as  to  the  cause  or  causes  which  have  produced 
"  the  change.  If  we  believe  that  the  change  is  traceable  to  a 
"  cause  primarily  affecting  meat,  we  say  that  meat  has  risen  in 
"value,"  &c.  I  cannot  agree  that  this  interpretation  of  the 
ordinary  notion  of  change  in  value  is  "  obviously  "  correct ;  as  I 
think  that  many  persons  would  speak  of  a  thing  as  having 
fallen  in  value,  when  they  found  that  it  bad  fallen  relatively  to 
all  other  things,  even  though  they  might  know  the  change  to 
be  due  to  causes  affecting  primarily  these  other  things'.     And 


•  Sonu  Leading  Principle,  Part  I.  o.  i.  §  1.  Cf.  also  Mill,  Pol.  Eeon, 
B.  ni,  o.  I.  §  3. 

'  The  onrront  disoaMion  of  the  appreciation  of  gold  shows  that  tbora  ia 
a  disagreement  on  tliis  point  &e  to  the  lueaniag  of  words :  for  some  dlBputantt, 
admitting  that  the  general  purohaaing  power  of  gold  hoa  iDcrcasod,  afllrm  that 
gold  has  not  *  really  risen  in  value  '  because  this  obaaKO  i>i  due  to  tlio  improvo^ 
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I  think  that  most  persons  would  find  it  difficult  to  distinguish 
clearly  the  causes  of  change  in  value  that  '  primarily  affect ' 
a  particular  article  from  those  that  primarily  affect  other  things. 
Take  the  common  case  of  a  rise  in  price  due  to  an  intensifica- 
tion iu  the  demand  for  au  article.  This  intensified  demand 
may  itself  be  merely  caused  by  an  increase  in  the  supply  of 
other  things ;  as  wheQ  society  growing  richer  wants  more  old 
silver  and  i.s  prepared  to  pay  more  for  it.  We  can  hardly  call 
such  a  phenomenon  a  "cause  primarily  affecting"  the  old 
silver;  yet  I  think  we  should  commonly  say  that  old  silver 
had  risen  in  value  under  such  circumstances.  Suppose,  again, 
that  the  intensified  demand  were  diie  merely  to  an  alteration  in 
social  habita,  without  any  increase  of  general  wealth ;  still,  even 
in  this  case,  being  the  expression  of  an  increased  preference  for 
old  silver  as  compared  with  certain  other  luxuries,  it  is  the 
effect  of  a  cause  simultaneously  affecting  these  other  articles, 

Oa  the  whole,  I  think,  that  strictly  speaking,  the  "  causes 
"primarily  affecting"  a  thing  that  varies  in  exchange  value 
must  be  understood  to  be  causes  affecting  its  supgly — if 
Cairnes'  intei-pretation  of  "  change  iu  value "  is  to  have  any 
definite  significance.  Of  such  causes  the  most  important,  in 
the  case  of  most  articles,  is  a  change  in  the  amount  of  labour 
required  for  producing  either  the  article  itvself  or  the  instru- 
ments and  materials  employed  in  its  production.  In  this  way 
we  are  led  to  Ricardo's  view  that  a  "commodity  which  at  all 
"times  required  the  same  sacrifice  of  toil  and  labour  to  produce 
"it"  would  be  "invariable  in  value';"  which  implies,  what  he 
elsewhere  expressly  says,  that  "labour  is  a  measure  by  which 
"the  real  as  well  as  the  relative  value"  of  things  "may  be 
"  estimated."  But  on  this  view  the  "  real  value "  of  things 
must  be  different  from  their  "  exchangeable  value  " — even  rela- 
tively to  labour;  since  the  proportion  that  labourers  obtain 
of  what  they  produce  admittedly  varies.  I  am  not  aware  that 
Ricardo  anywhere  expressly  draws  attention  to  this  distinction 


menta  which  have  enabled  other  things  to  be  prodaoed  at  less  cost :  while  others 
mean  by  '  appreciation '  or  rise  in  valae  the  admitted  increanc  in  gvneral 
porohasing  power,  and  consider  that  the  only  question  ia  as  to  the  catuu  of  the 
appreciation, 

1  Ricardo,  Political  Btottomy,  o.  xx. 
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between  the  "cost  or  real  value"  of  things  and  their  "ex- 
" changeable  value';"  but  it  ia  deBnitely  stated  hy  his  disciple 
M'Culloch ;  who  affirms  that  "real  value  or  cost  is  to  be  esti- 
"  mated  by  the  quantity  of  labour  directly  or  intlirectly  expended 
"  on  its  acquisition*;"  while  admitting  that  it  is  only  under  special 
circumstances  that  the  "  exchangeable  value,"  even  of  u  "freely 
produced  commodity,"  exactly  corresponds  to  its  real  value. 

It  ia  remarkable  that  Ricardo  and  M'CuUoch  could  delibe- 
fately  adhere  to  the  statements  above  quoted,  while  they  at  the 
ae  time  drew  attention  to  the  differences  in  the  value  of 
lifferent  products  due  to  the  different  degrees  of  durability  of 
the  capital  employed  in  producing  them : — or,  which  (as  Ricardo 
says)  is  the  same  thing,  the  different  lengths  of  time  required 
to  elapse  in  each  case  between  the  application  of  productive 
labour  and  the  transfer  of  its  product  to  the  consumer.  At  any 
rate  all  economists — except  those  Socialists  who  have  perverted 
Ricardo's  inconsistency  into  an  argument  against  the  remunera- 
tion of  capitalists — would  now  agree  that  in  M'^CuUoch's  esti- 
mate of  cost  "  labour  and  delay  "  (or  eome  corresponding  term) 
must  be  substituted  for  "labour"  simply. 

With  this  qualification,  the  Ricardian  interpretation  of  the 
common  notion  of  "  real  value  "  appears  to  me  tenable ;  espe- 
cially when  we  consider  value  from  the  social  point  of  view. 
It  does  not  seem  forced  or  strained  to  say  that  things  in  general 
have  grown  "really  cheaper,"  meaning  that  society  would  not  have 
to  give  so  much  labour  and  time  in  order  bo  obtain  them. 
As  was  before  said,  in  the  'comparison  of  equivalents'  which  I 
hold  to  be  essentially  implied  in  the  common  notion  of  value, 
the  exact  nature  of  the  equivalents  compared  is  not  determined  ; 
and  when  we  consider  in  the  aggregate  the  valuable  products 
of  the  labour  of  any  community  it  is  natural  to  compare  this 
aggregate  of  products  with  the  labour  (and  delay)  that  it  would 
cost  to  reproduce  them — so  far  at  least,  as  we  should  desire 
to  reproduce  them.  Hence  I  regard  the  question  '  whether 
*a  thing  costs  more  to  produce '  as  an  admissible  interpretation 

>  Aa  I  haTO  already  said,  I  am  of  opinion  that  Ricardo  does  not  quite  clearly 
difltingniBh  between  a  theory  of  the  eaoaes  of  a  ohango  in  value  and  a  view 
of  what  oonstitatea  snob  a  change, 

*  M°CaUooh,  Political  Economy.  Part  II.,  o.  i. 
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of  the  question  'whether  its  value  has  really  risen'.'    I  do  not, 

^  The  dootrina  of  Bicardo's  th&t  wo  have  been  discasBUig  aLottld  be  carefully 
diatinguiBhed — as  it  is  by  its  author — from  the  view  taken  by  Adam  Bniith 
in  adopting  labour  as  the  "real  measure  of  exchangeable  value,"  for  Adam 
Smith  means  not  the  labour  oxjicndod  La  producing  anything,  bat  the  labour 
that  it  would  buy.  The  reason  that  he  gives  for  hia  view  is  that  "  labour  never 
"varies  in  its  own  value."  In  Haying  this  he  does  not  of  courge  mean  that 
labour  does  not  vary  in  it-s  excliatme  value :  he  is  perfectly  aware  that  "it  may 
"Bomctimes  purchase  a  greater  and  Bometirocs  a  smaller  quantity  of  goods.'' 
What  he  means  ia  that  labour  is  always  the  same  sacriiioe  to  the  labourer :  has 
alirays,  we  may  say,  the  same  negative  "  value  in  use  "  for  him.  But  even  this 
statement  if  unqaaUfied,  is  in  palpable  contradiction  to  common  csperieDce, 
An  amount  of  work  which  would  cause  no  sensible  inconvenience  to  a  man 
in  health  would  bo  a  grievous  burden  to  an  invalid ;  aud  almost  all  men  like 
tasks,  which  they  ore  conscious  of  being  able  to  aocomplish  well,  better  than  if 
thoy  could  only  perfonn  them  indiSerently.  In  fact,  when  we  oonsider  the 
higher  kinds  of  skilled  labour,  it  moat  be  evident  that  the  labourer  often  gets 
more  enjoyment  out  of  hia  work  than  ho  does  out  of  anything  else  in  life.  So 
much,  indeed,  Adam  Smith  seems  by  implication  to  allow,  He  is  thinking  only 
of  commou  labour;  and  even  as  regards  this  he  only  maintains  that  "equal 
"quantities  of  labour,  at  all  times  and  places,  may  be  said  to  be  of  cijual  vahie 
"to  the  labourer,"  in  the  sense  that  "in  hia  ordinary  state  of  health,  strength 
"  and  spirits,  in  the  ordinary  degree  of  his  skill  and  dexterity,  he  must  always 
"lay  down  the  name  portion  of  his  ease,  his  liberty,  and  his  happincsH."  Wraith 
of  Nation*,  B.  I.  o.  v.  The  qualifications  thus  introduced  arc  considerable;  but 
even  when  so  qnalifi<^d,  the  statement  ajjpcara  to  me  inadiniMible.  For  by 
"equal  quantities  of  labour"  Adam  Smith  must,  I  suppose,  be  understood  to 
mean  labour  of  equal  intensity  for  equal  times  :  but  then  as  Jevons  says, 
"intensity  of  labour  may  have  more  than  one  meaning:  it  may  mean  the 
"quantity  of  work  done,  or  the  painfulness  of  the  effort  of  doing  it."  It  is 
the  latter  of  these  characteristics  which  Jevona  chooses  for  measuring  labour  r 
but  if  we  take  this  view  of  quantity,  Adam  Smith's  proposition  is  reduced  to 
the  tautology  that  equally  painful  labour  is  always  equally  painful  to  the 
labourer  5  if,  on  the  other  hand,  we  meaeure  iDtensity  of  labour  by  quantity  of 
work  done,  Adam  Smith's  proposition  oomes  into  glaring  conflict  with  facts;  aa 
will  be  evident  if  we  imagine  ourselves  proposing  to  an  average  Bengalee  in  hia 
ordinary  condition  to  raise  through  a  given  space  in  a  given  time  the  amount  of 
weight  which  would  be  cheerfully  Ufted  by  an  average  Englisli  navvy  in  his 
ordinary  condition.  U,  however,  we  measure  "quantity  of  labour"  by  time 
only,  the  etatemeat  ia  even  more  dearly  opposed  to  common  experience. 

There  seema  therefore  to  be  no  eenae  in  which  Adam  Smith's  proposition  can 
be  accepted.  But  even  if  it  were  granted  that  labour  has  always  the  same 
negative  'value  in  use'  for  the  labourer,  I  cannot  see  that  this  would  be  a 
enSicient  ground  for  taking  it  as  the  standard  of  esohange  value.  For  since  at 
the  some  ti^ma  and  plac«  the  labour  of  one  class  of  men  certainly  differs  in 
exchange  value  from  that  of  another  class,  we  shall  still  have  to  choose  wbioh 
kind  of  labour  is  to  be  taken  for  the  standard;  and  any  such  choice  must 
naocMarily  be  arbitrary,  as  tho  reason  given  applies  equally  U)  uU  kiudhi, 
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however,  think  that  Ricardo  or  any  of  his  followers  has  fully 
faced  the  difficulty  of  making  this  notion  of  cost  quantitatively 
precise.  For  to  do  this  we  require  a  common  measure  for 
labour  and  delay  and  for  different  kinds  of  labour:  and  if  we 
take — as  the  customary  measure — the  market  price  of  these 
different  sacrifices,  we  get  a  result  which  may  continually  vary 
while  the  sacrifices  remain  unchanged.  Also  though  the  higher 
wages  paid  for  higher  qualities  of  labour  partly  represent  the 
extra  labour  that  has  been  employed  in  training  the  superior 
labourer,  it  is  evident  that  they  partly  correspond  to  natural 
superiorities — in  physical  strength  or  other  useful  qualities — 
which  have  no  neccssjiry  relation  to  sacrifice  of  any  kind'.  We 
might  ask  also  if  by  "  cost "  is  meant  cost  according  to  the  most 
economical  method  of  production  which  is  known  and  used,  or 
according  to  that  ordinarily  employed,  or  average  actual  cost,  or 
what  is  or  might  be  the  cost  of  the  costliest  portion  required  to 
meet  the  demand:  for  all  these  might  be  different.  But  to 
pursue  these  ditficultios  further  would  involve  an  anticipation  of 
the  Theory  of  Distribution  and  Exchange,  to  be  set  forth  in  the 
following  Book  :  and  this  is  not  needful  for  our  present  purpose, 
since  at  any  rate  Value  in  the  sense  in  which  it  is  equivalent  to 
Cost  cannot  serve  as  a  measure  of  "amounts  of  wealth'":  for 
the  very  point  of  an  improvement  in  industry  is  that  it  enables 
us  to  produce  more  wealth  in  proportion  to  the  cost. 

§  3.  Shall  we  then  fall  back  on  the  answer  first  suggested,  and 
try  to  give  as  exact  a  meaning  as  we  can  to  the  notion  of '  change 
'  in  value  relatively  to  things  in  general '  ?  The  difficulties  of  this 
attempt  are  so  serious  that  many  writers  decline  them  al- 
together :  they  refuse  to  answer  the  question  whether  a  thing 
has  risen  or  fallen  in  value  relatively  to  things  in  general ;  and 
only  consider  whether  it  has  risen  or  fallen  relatively  to  some 
specified  commodity.     In  the  chapter  in  which  Mill  discusses 


1  Bioardo'B  gtatement  (Pol.  Eeon.  o.  i.  §  2),  that  "  the  estunatioa  in  which 
"diSeront  qualities  of  laboar  are  held  comes  soon  to  be  adjusted  in  tho  market 
"with  sufficient  precision  for  all  practical  puqioses "  Bcems  to  me  palpably 
inadequate  to  meet  the  difficulty ;  aince  these  "  adjustment!)  uf  the  market  "  are 
oontinoally  Tarying,  and  the  error  involved  in  treating  them  as  stable  is  not  of 
the  kind  that  economic  theory  can  legitimately  neglect. 

*  This  Bicardo,  of  ooorae,  dearly  sees ;  cp.  nest  chapter  p.  71. 


the  •  Measure  of  Value '  he  seems  to  adopt  this  view.  "  A 
"measure  of  exchange  value"  [of  the  same  thing  at  different 
times  and  places],  he  says,  "is  impossible \"  We  find,  however, 
tliat  Mill  has  no  hesitation  in  pronouncing  on  the  extent  of  the 
rise  in  tho  value  of  gold,  during  the  last  five  years  of  our  long 
struggle  with  Napoleon  ;  when  the  notes  of  the  Bank  of  England 
were,  to  judge  merely  from  the  market-price  of  gold,  depreciated 
thirty  per  cent.  He  tells  us  that  "  the  state  of  Europe  at  that 
"time  was  such... that  the  value  of  the  standard  itself  was 
"considerably  raised;  aud  the  beat  authorities,  among  whom  it 
"  is  sufficient  to  name  Mr  Tooke,  have,  after  an  elaborate  inves- 
"  tigation,  .satisfied  themselves  that  the  difterence  between 
"  paper  and  bullion  was  not  greater  than  the  enhaucemeat 
"in  the  value  of  gold  itself.., the  evidences  of  the  fact  are  con- 
"clusively  stated  in  Mr  Tooke 'a  History  of  Prices*"  But  if  so 
definite  a  variation  in  the  value  of  gold,  between  two  dififerent 
points  of  time,  can  be  established  ou  conclusive  evidences,  it 
seems  clear  that  it  must  be  possible  to  "  measure  the  value 
"  of  the  same  thing  at  different  times/'  relatively  to  things  in 
general,  with  sufficient  exactness  for  practical  puqwses.  And, 
indeed,  the  default  of  such  a  measure  would  seriously  affect  our 
ordinary  comparisons  between  amounts  of  wealth  possessed  by 
individuals  or  nations  at  different  times.  For  we  commonly 
perform  such  comparisons  by  taking  the  money  value  of  each 
of  the  quantities  composed,  aud  making  what  we  consider  due 
allowance  for  a  rise  or  fall  in  the  purchasing  power  of  money 
during  the  intervening  period.  If  then  we  are  unable  to 
measure  changes  in  the  value  of  the  money  stiindard,  relatively 
to  things  in  general,  it  must  be  impossible  to  compute  the 
increfise  or  decrease  of  wealth  between  two  different  times ; 
unless  some  other  measure  than  exchange  value  is  taken,  which 
will  involve  a  serious  deviation  from  the  ordinary  view  of 
*  amounts  of  wealth.' 

It  therefore  seems  to  me  important  to  ascertain  precisely 
how  far  we  can  give  a  definite  meaning  to  the  question,  'whether 
'  the  value  of  a  thing  relatively  to  things  in  general/  or  its 
'general  purchasiug  power,'  has  risen  or  fallen:   aud,  for  the 
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reason  just  pven,  wc  may  conveniently  take  as  an  example  the 
particular  commodity  by  which  we  commonly  measure  other 
valuea  Suppose,  then,  that  we  are  investigating  the  change  in 
the  value  or  purchasing  power  of  gold  between  two  points  of 
time.  If  we  found  that  the  prices  in  gold  of  all  commodities 
had  risen  [or  fallen]  in  the  same  ratio,  we  should  obviously  take 
that  ratio  to  represent  the  fall  [or  rise]  in  the  value  of  gold. 
But  this  could  only  occur  by  the  rarest  of  accidents :  the  question 
therefore  is  if  we  find  the  changes  in  price  unequal,  and 
especially  if  we  find  that  some  prices  have  risen  and  others 
fallen,  on  what  principle  are  we  to  combine  these  different 
changes  into  one  result?  As  Jevons  has  noticed,  different 
alternatives  present  themselves  at  this  point  of  the  inquiry, 
and  "  the  exact  mode  in  which  preponderance  of  rising  or  falling 
"prices  ought  to  be  iJetermined  is  involved  in  doubt.  Ought 
"  we  to  take  all  articles  on  an  equal  fonting  in  the  determination? 
"Ought  we  to  give  most  weight  to  those  which  are  least 
"intrinsically  variable  in  value?  Ought  we  to  give  additional 
"  weight  to  articles  according  to  their  impoi-tance,  and  the  total 
"  quantities  bought  and  sold  ? " 

"The  question,"  he  adds,  "seems  to  be  one  that  no  writer 
"  has  attempted  to  decide — nor  can  I  attempt  to  decide  it'." 

I  think  that  if  we  are  guided  by  the  practical  interest 
which  men  in  general  have  in  asking  the  question,  we  must 
consider  different  articles  of  consumption*  as  important  in 
proportion  to  the  value  of  the  total  quantities  consumed ; 
notwithstanding  an  element  of  inexactness  which,  as  will 
presently  appear,  this  view  inevitably  involves.  To  make 
this  clear,  let  us  begin  by  considering  the  matter  from  the 
point  of  view  of  an  individual.  When  a  man  asks  how  much 
gold  will  have  changed  in  value  twenty  years  hence,  what  he 
is  practically  concerned  to  know  is  how  far  at  the  end  of  this 

'  The  qaotation  is  from  a  pamphlet  on  "A  Serions  Fall  in  the  Valoe  of 
"  Oold." 

*  The  distinction  thus  introdnced  between  "artiolea  of  oonramption"  and 
commodities  that  are  only  useful  fur  the  production  of  other  wealth  is  farther 
explained  and  justified  in  the  following  chapter  (g  4).  In  a  later  chapter  (Book 
n.  0.  V.)  it  will  be  shown  that  a  somewhat  different  inteq)rctation  of  the  notion 

"general  purchasing  power"  is  reqoired  in  investigating  the  effects  of  a 
je  in  the  value  of  money  on  trade. 
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time  his  money  will  go  in  purchasing  the  articles  which  he 
habitually  consnmes.  And  if  we  assume  that  his  consumption 
will  remain  unchanged,  the  question  can  be  simply  answered 
when  the  time  arrives — ^supposing  the  requisite  statistics  attain- 
able— by  summing  up  the  amounts  of  money  paid  for  the  things 
consumed,  at  the  old  and  the  new  prices  respectively,  and 
taking  the  ratio  of  the  difference  to  the  whole  amount  ex- 
pended. No  doubt  the  result  obtained  by  this  method  is 
likely  to  be  different  for  different  individuals,  even  at  the  same 
place ;  suppose  for  instance  that  at  the  end  of  the  time  corn 
has  risen  in  price  and  the  finer  kinds  of  manufactures  generally 
have  fallen ;  wc  shall  probably  find  that  a  rich  man  has  got  to 
pay  less  for  his  habitual  consumption,  and  a  poor  man  more. 
But  this  does  not  seem  to  be  in  itself  any  reason  against 
applying  the  method  to  ascertain  the  cliange  in  the  purchasing 
power  of  gold  for  a  whole  community';  since  we  have  simply  to 
treat  the  aggregate  consumption  of  the  individuals  comprising 
the  community  as  if  it  were  the  consumption  of  a  single  indi- 
vidual. The  real  difficulty  does  not  lie  here,  but  in  the  fact 
that  the  habitual  consumption,  whether  of  individuals  or  of 
societies,  does  not  really  remain  unchanged  between  any  two 
points  of  time.  Even  if  we  leave  out  of  account  all  changes  in 
habitual  and  conventional  needs  and  desires,  the  mere  fact  that 
men  generally  buy  somewhat  more  of  things  in  proportion  to 
their  cheapness  will  cause  alteration-s  in  the  amounts  of  the 
different  elements  of  their  consumption.  Under  these  circum- 
stances the  proposed  method  presents  us  with  two  alternatives ; 
we  may  either  take  the  total  amounts  of  things  purchased  at 
the  later  period  and  consider  how  much  they  would  have  cost 
twenty  years  before,  or  we  may  exactly  reverse  the  procesa  It 
is  manifest,  however,  that  these  alternative  procedures  might 
lead  to  different  and  even  opp<3site  answers  to  the  question, 
'  What  change  has  occurred  in  the  general  purchasing  power  of 
money?'  since  it  may  be  that  men  would  have  both  liad  to  pay 
more  twenty  years  ago  for  what  they  buy  now,  and  also  more 


'  In  what  foUowa — to  tbo  end  of  the  nest  paragraph — I  aRsnme,  for  sim- 
plicity's sake,  that  the  commimity  may  be  coni>idcred  to  be  ia  the  same  place, 
and  to  have  only  a  single  market. 
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now  for  what  they  bought  twenty  years  ago.  So  far  as  this  is 
the  case,  we  must  say  that  the  question  whether  gold  has  risen 
or  fallen  in  value  does  not  properly  admit  of  a  single  e.xact 
answer  by  the  method  of  comparing  prices:  there  must  always 
be  a  margin  of  inexactness  in  our  determination  of  the  amount 
of  change,  corresponding  to  the  diflerence  between  the  results 
of  the  two  procedures.  So  far  as  this  margin  is  concerned,  we 
have  to  abandon  the  primd  facie  exact  method  of  comparing 
prices,  and  to  substitute  the  inevitably  more  indefinite  pro- 
cedure of  comparing  the  amounts  of  ability  or  satisfaction 
obtainable  respectively  from  the  different  aggregates  of  hypo- 
thetical purchases'. 

And  we   have  to  deal  similarly  with  a  further  source  of 

inexactness  introduced  into  this  calculation  by  the  progress  of 

the  industrial  arts.     The  products  of  industry  keep  changing  in 

I        quality  ;  and  before  we  can  say  whether  any  kind  of  thing — e.g. 

■  cloth — has  really  grown  cheaiKT  or  dearer  we  must  compare  the 
quality — that  is,  the  degree  of  utility — of  the  article  produced 
at  the  beginning  of  the  period  witli  that  of  the  more  recent 

■  ware.  This  source  of  diiEculty  reaches  its  maximum  in  the 
case  where  entirely  new  kinds  of  thiug.g  have  been  produced  or 
brought  into  the  country  by  tnule.  To  leave  them  out  alto- 
gether might  clearly  vitiate  the  result:  for  a  nation  might 
be  unable  to  buy  for  a  given  suui  of  money  an  equal  amount 
of  the  articles  that  it  used  to  consume,  and  yet  might  be  able 
to  procure  a  completer  satisfaction  of  its  wants  by  spending 
the  money  on  newly  introduced  wares :  while,  further,  the 
raised  price  of  the  former  commodities  might  be  indirectly  due 
to  the  production  or  importation  of  the  latter. 

So  far  we  have  been  considering  the  difficulty  of  carrying  a 

standard   of  value   from    one  tinie  to  another.     But  precisely 

similar  obstacles  stand  in  the   way  of  our  obtaining  definite 

results,  when  we  compare  the  different  values  of  gold  (or  any 

ler  ware)  in  different  places  at  the  same  time :  and  they  can 

'  In  snob  cuea  we  may  often  obtain  a  snfficdent  approximation  to  aoooracy 
by  Uie  iimpler  method  of  confining  our  attention  to  tbe  articlea  of  common 
oouauuiptioa  at  both  periods.  But  if  wo  wish  to  get  tbe  cUuait  pouibU 
approximation  to  the  answer  that  we  are  really  seeking,  wc  have  to  fall  back  on 
a  ron^  oompatiaon  of  amoouta  of  utility. 
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only  be  partially  overcome,  by  methods  similar  to  that  just 
explaiued '. 

One  point  more  remains  to  be  considered.  In  speaking  of 
the  aggregate  of  "  articles "  with  which  any  particular  com- 
modity has  to  be  compared,  in  order  to  ascertain  the  amount  of 
change  in  its  general  purchasing  power,  I  have  tacitly  assumed 
that  only  material  commodities  are  included  in  the  aggregate. 
And  this,  I  think,  would  be  the  case,  if  we  were  considering  the 
particular  commodity  as  a  measure  of  wealth,  strictly  taken. 
But  if  our  ultimate  aim  is — as  has  been  supposed  in  the 
preceding  section — to  compare  the  different  amounts  of  purchased 
utility  corresponding  to  the  same  money  incomes  at  different 
times  and  places,  we  have  to  take  note  of  the  fact  that  a  certain 
portion  of  a  man's  income  is  usually  employed  in  purchasing 
not  material  things  but  services  of  various  kinds.  He  buys 
from  Government  the  service  of  sending  his  letters  and  tele- 
grams; he  buys  from  railway  companies  the  sennce  of  conveying 
himself  and  his  luggage  from  place  to  place;  if  he  is  compara- 
tively rich,  he  probably  spends  a  considerable  sum  in  buying 
domestic  services.  We  cannot  omit  these  services  from  the 
aggregate  of  commodities  with  which  the  standard  of  value  is 
compared,  when  our  aim  is  to  infer — as  exactly  as  possible — 
from  the  nominal  income  of  any  body  of  persons  their  real 
command  over  the  necessaries  and  conveniences  of  life'. 

§  4.  In  a  previous  section  I  have  discussed  the  conception 
of  "  real  value  " — as  dLstinguished  from  exchange  value — held 
by  Ricardo  and  M'CuUoch  :  according  to  which  the  "real" 
value  of  a  thing  is  measured  by  the  labour  and  delay  that 
would   be  required  to  produce  it,  or  to  produce  something 


*  I  may  observe  ttat  the  language  of  aome  economists  would  suggest  that, 
for  meaBuring  valae  daring  on  int«ryal  of  time,  the  problem  was  to  find 
a  donereU  identical  standard,  some  actual  thint/  thnt  did  not  vary  in  ralae.  Bat 
the  difficulty  lies  much  deeper.  For  our  present  purposes  it  would  not  matter 
Low  much  gold,  or  any  other  concrete  standard,  varied  in  Talae,  if  vie  had  the 
power  of  occarately  racasnriag  its  variations;  since  this  power  would  give  us  an 
ideal  invariable  standard,  which  is  all  that  we  require  for  the  exact  nieastirement 
of  wealth.  But  as  it  is  wo  are  unable  to  make  even  this  ideal  Etandard  exact 
beyond  a  certain  point. 

>  Some  farther  discussion  of  the  relation  of  Berrioes  to  material  wealth 
will  be  found  in  the  next  ohapter  (§  4). 
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equally  useful*.  But  it  is  not  uncommon  to  use  the  term  "  real 
"  value  "  without  any  reference  to  cost,  and  merely  as  implying 
the  ordinary  antithesis  between  "fact"  and  "opinion";  as 
when  the  estimate  of  the  value  of  a  thing  formed  by  a  certain 
individual,  or  generally  current  in  the  market,  is  said  to  be 
above  or  below  its  "  real "  value  or  worth.  A  somewhat  similar 
distinction  is  sometimes  taken,  especially  by  German  writers, 
between  "subjective"  and  "objective"  value.  It  is  desirable 
to  examine  briefly  the  significance  of  these  antitheses. 

We  may  begin  by  considering  their  application  to  "  value  in 
"use."  It  may  be  thought  that  this  kind  of  value  must  be 
"  subjective,"  as  being  obviously  relative  to  the  individual  who 
uses :  and  no  doubt  when  we  speak — as  I  before  spoke — of  the 
"  value  attached  "  by  an  individual  to  any  article,  we  generally 
mean  an  estimate  of  its  comparative  capacity  of  satisfying 
needs  and  desires  of  which  he  alone  has  immediate  knowledge. 
Still,  even  so,  his  present  estimate  may  be  shown  by  subsequent 
experiences  to  have  been  mistaken :  he  may  find  that  the  article 
really  affords  him  less  satisfaction  than  he  might  have  derived 
from  something  else  to  which  be  preferred  it.  And  if  the  utility 
of  the  article  consists  in  its  capacity  of  satisfying  some  common 
physical  or  some  industrial  need — and  most  of  the  articles  that 
make  up  the  aggregate  which  we  call  wealth  arc  useful  in  one  or 
other  of  these  ways — it  can  obviously  be  estimated  without  any 
reference  to  the  subjective  feelings  of  the  individual  using  it. 
In  this  way  (e.g.)  we  may  estimate  the  "  objective  "  or  "  real '' 
value  in  use  of  different  kinds  of  fuel,  or  stone  for  building,  or 
food  for  nutrition :  and,  similarly  we  might  speak  of  the  really 
higher  value  in  "  productive  use  "  or  "  business-use  "  of  certain 
instruments  of  production  as  compared  with  others,  measuring 
their  superiority  by  the  extra  quantum  of  produce  obtainable  by 
using  them.  Generally  speaking,  this  "  value  in  business-use  " 
does  not  determine  the  value  in  exchange  of  such  instruments* : 

*  This  qualification  is  introduced  to  meet  such  cases  as  that  of  instniments 
which  we  should  not  reproduce  at  all,  if  they  were  destroyed,  but  should 
replace  by  aomething  less  costly  though  equally  useful.  In  a  progressive  state 
of  the  arts  of  industry,  such  cases  are  frequent. 

*  It  will  be  afterwards  explained  that  the  market-value  of  any  kind  of 
eommodity  does  not  tend  to  correspond  to  its  total  utility — as  compared  with 
any  other  commodity — but  to  what  Jevons  has  called  its  final  utility;  i.e.  the 

8.  P.  E.  5 


66 


VALl'E. 


[Book  I, 


but  in  dealing  wilh  land  cases  occur  in  wliicli  recourse  must 
bo  Lud  to  tbia  value  in  busiuess-use,  in  order  to  airange  a 
fair  exchange.  Thus  when  a  railway  company  takes  a  portion 
of  land  from  a  farm,  it  may  not  be  possible  to  detemiine  the 
compensation  that  it  ought  to  pay  by  the  exchange  value  of 
the  land  taken,  since  it  may  easily  happen  that,  if  sold 
soparatt'ly,  its  price  would  fall  much  below  its  value  to  the 
farmer:  the  only  fair  way  of  determining  compensation  is  by 
estimating  the  value  of  the  land,  for  purposes  of  agricultural 
production,  to  the  person  who  possesses  or  uses  the  remainder'. 
And  since  in  any  such  cstinuvte  the  future  as  well  as  the 
present  conditions  of  agriculture  would  have  to  be  taken  into 
account,  it  is  easy  to  see  that  the  estimates  of  different  persons 
might  bo  very  different,  and  even  that  the  "real"  value  in  us© 
of  the  land  in  (question  may  turn  out  to  be  very  divergent  from 
any  of  the  prospective  estimates. 

In  this  way  we  sec  how  the  exchange  value  of  a  permanent 
instrument  of  production,  such  as  land,  may  be  different  from 
"what  wo  may  fixirly  call  its  "real"  value  in  exchange:  for — 
owing,  let  us  say,  to  a  "scare"  as  to  the  prospects  of  agri- 
culture— the  future  exchange  value  of  its  produce  may  bo 
underestimated,  and  the  present  exchange  value  of  the  land 
may  be  proportionally  depressed.  In  this  case  what  we  mean 
by  "real"  value,  is  the  hypothetical  exchange  value  which  would 
result  from  the  substitution  of  truth  for  eiTor  in  the  minds  of 
actual  and  possible  purchasers.  This  use  of  the  term  "real 
"value"  is  convenient  in  ordinary  discourse.  I  think,  however, 
that  it  should  be  avoided  in  a  treatise  that  aims  at  scientific 
precision,  except  in  cases  where  there  can  be  no  doubt  or 
dispute  as  to  the  particular  kind  of  error  or  ignorance  which  wo 
suppose  to  be  replaced  by  truth.  For  in  many  cases,  wo  should 
find  various  kinds  and  degrees  of  error  in  the  minds  of  the 
persons  whose  judgments  determine  the  price  of  a  commodity ; 

utility  of  the  last  portion  which  it  ia  found  adrantageouB  to  purcUase.  Cp.  nest 
Chap.  §  2  and  Book  II.  ch.  ii. 

'  It  abould  Lo  observed  that  in  the  case  supposed  in  the  text,  a  certain 
extra  compensation,  over  and  above  the  equivalent  for  agricultural  value,  wonld 
bo  claimed  for  "value  in  use"  of  a  more  Bubjective  kind:  e.g.  for  the  los3 
of  a  portion  of  an  estate  to  which  the  owner  may  be  attached  from  old 
aBsooialion, 


Chap.  II.]    DEFINITION  AND  MEASURE  OF  VALUE.  67 

and  it  would  generally  be  quite  arbitrary  to  select  one  of  these 
and  regard  its  elimination  as  the  one  thing  needful  to  make  the 
current  opinion  of  value  correspond  to  the  reality.  And  if, 
in  order  to  determine  the  real  value  of  any  thing,  we  were  to 
suppose  knowledge  of  all  facts  materially  aflfecting  its  value,  in 
the  estimate  of  intelligent  persons,  to  be  substituted  for 
ignorance  and  error  in  the  minds  of  all  the  persons  concerned, 
we  should  generally  get  a  hypothesis  so  remote  from  reality 
that  it  would  be  at  once  impossible  to  calculate  the  hypothetical 
value,  and  absurd,  if  we  could  calculate  it,  to  call  it  "real." 
For  the  limitations  of  knowledge  actually  existing  in  the  minds 
of  producers,  dealers,  and  consumers  are  among  the  most 
important  of  the  facts  on  which  any  particular  intelligent  dealer 
bases  his  estimate  of  value :  the  removal  of  such  limitations 
would  be  a  fundamental  alteration  of  the  facts.  To  take  a  very 
simple  case:  suppose  that  a  private  bank  of  issue  with  a 
large  and  steady  business  was  at  a  given  time,  owing  to  heavy 
losses,  not  in  a  condition  to  meet  its  liabilities  if  a  run  had 
been  made  on  it  compelling  it  to  stop  payment :  but  that  as 
the  secret  was  kept,  it  passed  safely  through  the  crisis,  and  is 
now  in  a  condition  of  complete  solvency.  What  shall  we  say 
was  the  "real  value" — according  to  the  current  usage  of  the 
term — of  the  bank's  promise  to  pay,  at  the  time  of  crisis? 
If  its  condition  had  been  generally  known,  they  would  have 
been  worth  less  than  their  nominal  value;  but  as  it  was  not 
known  they  have  actually  been  as  valuable  as  the  coin  they  re- 
presented. The  question,  therefore,  is  surely  too  indeterminate 
to  admit  of  a  decided  answer.  And  much  greater  perplexities 
would  arise  in  other  more  complex  cases:  therefore,  if  this 
notion  of  "  real  value  "  as  divergent  from  actual  price  is  intro- 
duced at  all,  it  ought  at  least  to  be  accompanied  by  a  statement 
of  the  particular  substitution  of  knowledge  for  ignorance  or 
error  which  is  implicitly  supposed. 


5—2 


CHAPTER  III. 


WEALTH. 


§  1.  In  the  preceding  chapter  I  hare  tried  to  make  clear 
the  kind  and  degree  of  inexactness  which  necessarily  enters  into 
all  comparisons  between  amounts  of  wealth  possessed  by  per- 
sons or  communities  living  respectively  at  difiPerent  times  or  in 
distant  places,  so  long  as  we  adhere  to  the  commonly  accepted 
method  of  measuring  wealth  by  its  exchange  value.  The 
difficulties  of  such  measurement  hardly  appear  so  long  as  we 
are  merely  considering  and  comparing  the  wealth  of  individuals 
(or  even  of  classes)  at  any  particular  time  and  place*.  The 
wealth  of  any  individual  is  usually  considered  to  include  all 
useful  things — whether  material  things,  as  food,  clothes,  houses/ 
&c.,  or  immaterial  things,  as  debts,  patents,  copyrights  &c.— ^ 
which  being  at  once  valuable  and  transferable  admit  of  being 
sold  at  a  certain  price.  And  this  aggregate  is  suitably  measured 
by  its  exchange  value ;  the  common  standard  of  value,  money, 
being  taken  for  convenience'  sake.  Our  object  in  such  esti- 
mates is  to  compare  the  potential  control  of  any  one  individual 
here  and  now,  over  aU  purchaseable  commodities,  with  that  of 
any  other  individual ;  and,  so  far  as  such  control  is  transferable, 
the  ordinary  mode  of  measurement  enables  us  to  make  this  com- 
parison with  aa  much  accuracy  as  the  imperfection  of  markets 
allows. 

But  when  we  try  to  compare  the  amounts  of  wealth  possessed 
by  persons  or  communities  living  at  different  times  or  in  remote 

1  By  "place"  must  be  understood  a  region  Bufficiently  limited  in  size  not  to 
admit  of  any  material  variation  in  the  purchasing  power  of  money  within  it. 
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places,  we  are  met  by  the  difficulties  that  we  have  been 
examining  in  the  preceding  chapter.  So  long,  indeed,  as  we 
are  only  contemplating  some  one  element  of  wealth,  some 
particular  kind  of  valuable  article  (of  which  the  quality  is 
supposed  to  be  the  same  at  the  different  times  and  placea 
considered),  we  naturally  estimate  its  amount  as  wealth  by 
the  ordinary  measure  of  quantity.  But  when  wo  have  to 
compare  aggregates  of  wealth  made  up  of  heterogeneous 
elements,  it  becomes  necessary  to  reduce  the  units  of  quantity 
of  these  different  elements  to  some  common  standard  of  mea- 
surement ;  and  if  we  adhere  to  our  original  standard  of  exchange 
value,  we  have  to  deal  with  the  problem  of  keeping  this  mea- 
sure identical,  in  .spite  of  the  variations  in  relative  value  among 
the  elements  measured.  But,  as  we  have  seen,  this  problem 
does  not  admit  of  a  complete  solution.  Such  a  measure — except 
umler  purely  hypothetical  circnmstances — is  liable  to  a  certain 
amount  of  inexactness,  the  limits  of  which  we  can  define,  but 
which  we  are  unable  to  remove ;  and  in  the  effort  to  make 
it  OS  exact  as  pos.sib!e,  we  are  reduced  in  many  cases  to  an 
inevitably  vague  comparison  between  the  utilities  of  diverse 
commodities. 

But  again,  such  comparisons  are  liable  to  be  further  vitiated 
by  the  varying  relations  of  purchased  to  unpurchased  utilities, 
at  different  times  and  place.n.  We  have  already  ol)served  that 
in  ordinary  thought  wealth  is  measured  by  its  money  value: 
thus  it  is  natural  that  econotnisLs,  while  pointing  out  the 
defectiveness  of  this  measure,  should  still  have  retained  the 
characteristic  of  "possessing  exchange  value"  as  an  essential 
part  of  the  definition  of  wealth ;  and  that  in  so  doing  they 
should  have  conceived  themselves  to  be  in  harmony  with  the 
common  sense  of  mankind.  Accordingly  they  have  excluded 
from  the  notion  of  wealth  such  unpurchased  though  useful 
things  as  the  sun's  light  and  heat,  air,  the  rain  that  waters 
the  ground,  water  in  rivers  and  seas,  &c.  They  do  not,  how- 
ever, seem  to  have  observed  the  difficulties  that  this  view 
involves,  so  soon  as  we  try  to  compare  the  amounts  of  wealth 
possessed  by  human  societies,  inhabiting  different  regions  of 
the  earth's  surface.  For  wo  find  not  merely  that  such  useful 
unbought  things  are  indispensable,  as  instruments  or  au.xiliary 
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materials,  to  the  production  of  things  that  have  ezchange-ralne; 
but  also — which  is  the  important  point — that  they  are  instru- 
ments and  materials  of  very  various  degrees  of  efficiency  in 
different  regions.  Now  since  a  large  part  of  what  is  valued 
and  exchanged  as  wealth  consists  in  instruments  and  materials 
only  useful  as  means  of  producing  other  wealth,  it  is  paradoxical 
to  draw  a  sharp  line  between  purchased  and  unpurchased  in- 
struments and  materials,  so  as  to  call  a  community  "richer" 
because  it  possesses  more  of  the  former,  though  it  may  actually 
have  less  means  on  the  whole  of  producing  things  directly 
useful.  The  difficulty  becomes  greater  when  the  purchased  and 
unpurchased  instruments  have  a  close  resemblance  to  each 
other ;  as  in  the  case  where  the  water-ways  of  a  country  consist 
partly  of  canals  and  partly  of  rivers  and  creeks.  The  difficulty 
extends  in  range  when  wo  observe  how,  as  civilisation  progresses, 
so  important  an  instrument  as  land  tends  to  pass  over  from  the 
class  of  unpurchased  to  that  of  purchased  utilities.  It  seems 
contrary  to  common  sense  to  say  that  a  nation's  wealth  has 
increased  because  an  instrument  that  it  previously  possessed  has 
become  valuable  by  becoming  scarce.  Thornton'  has  shown 
effectively  the  kind  of  error  that  may  thus  be  introduced,  in 
comparing  the  average  wealth  possessed  by  members  of  the 
same  social  class  at  different  periods  of  a  country's  history.  He 
points  out  that  though  an  English  peasant  in  the  seventeenth 
century  may  have  only  had  5s.  weekly  wages,  he  often  enjoyed 
also  a  rent-free  site  for  his  cottage,  taken  from  the  neighbouring 
waste,  and  unpurchased  grazing  on  the  neighbouring  common 
for  cows,  sheep,  pigs,  and  poultry.  These  things  ought  certainly 
to  be  taken  into  account,  no  less  than  changes  in  the  value  of 
money,  in  comparing  such  a  peasant's  share  of  wealth  with  that 
of  an  agricultural  labourer  now. 

Again,  exchange  value  is  an  obviously  inappropriate  measure 
of  wealth,  in  the  case  of  durable  products  of  labour  which,  from 
their  special  adaptation  to  certain  unique  public  uses,  are  not 
properly  transferable,  and  have  no  market-price ;  such  as  roads, 
cathedrals,  the  houses  of  parliament.  Such  things  are  clearly 
part  of  the  wealth  of  the  community ;  but  we  cannot  measure 
the  quantum  of  wealth  contained  in  them  by  the  price  at  which 

>  On  Labour,  Introduction. 
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they  would  sell  if  they  had  to  be  sold ;  nor,  again,  by  the  price 
at  which  they  could  be  produced,  for  it  may  easily  be  that  if 
they  were  destroyed  it  would  not  be  worth  while  to  reproduce 
them.  "*""  f'^h  r^g'^s,  t^?*?.  the  standards  of  the  market  fail  us ; 
wa  have  to  full  back  npan  '  value  in  use.' 

The  same  considerations  apply,  in  a  minor  degree,  to  any 
kind  of  property  that  is  more  useful  to  the  owner  than  it  is  to 
any  one  else.  A  man's  command  over  the  necessaries  and  con- 
veniences of  life  is  not  affected  by  any  fall  in  the  market  value 
of  his  property,  except  so  far  as  he  wishes — or  may  wish — to 
sell  it:  in  proportion  as  he  neither  has  nor  is  likely  to  have 
such  a  wish,  exchange  value  becomes  a  manifestly  irrelevant 
consideration  in  the  estimate  of  his  wealth. 

§  2.    If,  then,  the  common  measurement  of  wealth  by  ex-  , 
change  value  requires  to  be  thus  variously  corrected  and  supple- 
mented by  estimates  of  utility,  would  it  not  be  simpler,  and 
really  more  consistent  with  ordinary  thought,  to  take  utility  as  1 
the  sole  standard  ?  ^ 

This  is  the  view  of  Ricardo :  who,  regarding  the  value  ota 
thing  as  directly  proportioned  to  "the  quantity  of  labour 
"employed  in  producing  it," — was  necessarily  led  to  separate 
the  measure  of  wealth  altogether  from  the  measure  of  value  ; 
since,  otherwise,  he  would  have  incurred  the  absurdity  of  denying 
that  a  country's  wealth  is  increased  by  an  enlarged  supply  of 
products  due  to  increased  facility  of  production.  How  then  are 
we  to  measure  utility?  Ricardo'  treats  this  as  a  very  simple 
matter.  "  A  man  is  rich  or  poor  according  to  the  amount  of 
"  necessaries  and  luxuries  that  be  can  command ;"  and  therefore, 
if  he  gets  two  sacks  of  corn  where  he  could  only  get  one  before, 
he  gets  "  double  the  quantity  of  riches,  double  the  quantity  of 
"  utility,  double  the  quantity  of  what  Adam  Smith  calls  value 
"  in  use."  But  surely  any  man  who  got  two  sacks  of  corn  where 
he  had  only  counted  on  one  would  willingly  exchange  a  great 
part  of  the  second  for  things  which  he  would  not  take  in 
exchange  for  an  equal  part  of  the  first :  if  such  an  exchange  is 
out  of  the  question,  though  he  may  find  a  use  for  the  second 
sack  it  will  certainly  not  be  as  useful  as  the  first.  And  this  is 
no  less  true  of  a  community.     Suppose  a  harvest  of  double  the 

'  Principht  of  Political  Economy  and  Taxation,  ch.  xx. 
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ordioary  abundance  in  a  fertile  isolated  country:  the  additional 
quantum  of  corn  will  obviously  not  haye  a  corresponding 
quantum  of  social  utility ;  it  may  even  be  of  no  use  except  to 
burn,  as  is  said  to  have  been  sometimes  the  case  in  the  Western 
States  of  North  America.  In  fact,  as  Jevons  has  admirably  ex- 
plained ',  the  variations  in  the  relative  market  values  of  different 
articles  express  and  correspond  to  variations  in  the  comparative 
ebtimates  formed  by  people  in  general,  not  of  the  total  utilities  of  ^^] 
the  amounts  purchased  of  such  articles,  but  of  theiryr/m?  utilities; 
the  utilities,  that  is,  of  the  last  portions  purchased.  From  the^ 
fact  that  when  things  become  dearer  people  generally  buy 
somewhat  less  of  them,  we  may  infer  that  they  estimate  the 
portion  which  they  refrain  from  buying  as  only  just  worth  the 
money  that  they  previously  gave  for  it,  while  considering  what 
they  still  buy  to  tje  worth  the  higher  price'.  If  tiie  price  rose 
further,  a  further  reduction  of  purchases  would  similarly 
indicate  that  another  portion  of  the  article  was  generally  judged 
to  be  less  useful  than  the  amount  still  bought;  and  so  on,  for 
each  rise  in  price.  Hence  when  the  supply  of  any  article  has 
been  increased  and  its  price  consequently  fallen,  it  is  not  really 
correct  to  reckon  the  total  titility  of  the  article  as  having 
increased  in  proportion  to  the  increase  in  quantity;  any  more 
than  it  is  correct  to  regard  it  as  having  decresised  in  proportion 
to  the  decrease  in  value.  We  ought  to  regard  the  additional 
ijuantum — so  far,  at  least,  as  it  is  supplied  to  the  previous 
consumers — as  composed  of  parts  of  continually  decreasing 
utility ;  the  rate  of  decrease  being  measured  by  the  fall  in  price, 
supposing  the  purchasing  power  of  money  relatively  to  all  other 
articles  to  remain  unchanged.  If  we  assume  the  rate  of 
decrease  to  be  approximately  uniform,  we  may  regard  the 
decrease  in  the  average  utility  of  the  increment  of  supply  as 
corresponding  roughly  to  about  half  the  fall  in  price.  In  this 
way  we  not  only  avoid  the  difficulties  that  arise  in  the  measure- 

•  Thecmj  of  Political  Economy,  c,  4. 

'  It  should  be  obgcrved  that  there  is  one  eaoe — not  withoQt  importaoce 
when  we  ate  dealing  with  luxuries — to  which  this  piinciple  does  not  apply. 
This  is  the  case  of  tliin^a  desired  and  valued  on  account  of  their  rarity.  Of 
siich  things  the  total,  and  not  merely  the  fiiia.1,  utility  pro  litnto  is  decreased  by 
Bu  increase  of  supply.  A  sioiiluir  eieeptioa  muet  be  made  in  the  case  of  money, 
K8  is  noticed  later.     (Cp.  Book  II.  ch.  v. ,  note  at  the  end  of  the  chapter.) 
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mcnt  of  wealth  by  exchange  value ;  we  also  obtain  a  satisfactory 
explanation  of  thuse  difficulties, 

On  the  other  hand  it  must  be  admitted  that  this  measure- 
ment by  utility  brings  us  into  an  awkward  conflict  with  usage, 
when  we  consider  it  as  applied  to  variations  in  amount  of  things 
of  any  one  kind  ;  or  even  to  variations  in  an  aggregate  of  things 
that  do  not  vary  in  relative  value.  Suppose  that  owing  to 
improvements  in  prodnction  tlic  English  nation  became  possessed 
of  twice  the  amount  of  each  kind  of  commodity  that  it  now 
consumes ;  it  would  he  paradoxical  to  say  that  its  wealth  had  not 
doubled,  as  we  should  be  obliijed  to  <lo  according  to  the  view  just 
exj^ainod.  Further,  the  demonstration  above  given  that  "  final 
"utility"  decreases  as  supply  increases  involved  the  assumption 
that  the  additional  supply  of  the  cheapened  article  is  purchased 
and  consumed  by  the  consumers  of  the  previous  supply ;  it  is 
therefore  inapplicable  .so  far  as  the  article  is  bought  by  different 
purchasers  in  different  pecuniary  circumstances.  If  tea,  be- 
coming cheaper,  is  bought  by  a  poorer  class,  what  reason  have 
we  for  saying  that  what  thoy  purchase  is  not  as  useful  as  the 
dearer  tea  previously  purchased  by  the  rich  ?  Indeed,  is  it  not 
reasonable  to  suppose  that  a  given  commodity  is  more  iireful 
when  bought  by  the  poor,  because  the  poor  have  fewer  luxuries 
and  therefore  get  more  enjoyment  out  of  what  they  have  ?  In 
fact  we  are  merely  extendJug  to  wealth  generally  the  prijioiple 
established  by  Jevons  in  respect  of  particular  kinds  of 
wealth  if  we  assume  that,  on  the  average,  each  additional 
increment  to  the  amount  possessed  by  any  one  individual  has  a 
decreased  utility.  But  in  this  case,  if  we  measure  wealth 
simply  by  its  utility,  'amount  of  jwealtL'— will  partly  be  dc- 
Termmed  Bylbe  manner  In  w-bich  the  wealtli  is  distributed ; 
anll~Tre -eamieb  eay  b»>w  much  Tveatth  there  was  iu  a  country, 
till_we  Tcno\v  how  it  was  shared  among  its  inhabitants.  Nay, 
we  fihalT  even  have  to  ascertain  how  it  is  managed  in  each 
separate  household  ;  since  a  given  supply  of  material  products 
is  less  useful  in  proportion  as  it  is  uneconomically  consumed. 

These  considerations  are  important  when  we  are  endeavour- 
ing to  estimate  the  amount  of  utility  or  satisfactiou  derived  by 
a  community  from  the  aggregate  of  things  which  make  up  its 
wealth.    At  the  same  time  they  show  that  to  measure  wealth 
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simply  by  utility  would  cause  an  inconvenient  divergence  from 
common  thought  and  common  language ;  and  therefore,  though 
in  Book  III.  we  shall  have  to  deal  with  the  difficulties  of 
measuring  social  utility,  I  do  not  propose  to  adopt  this  standard 
for  determining  'amounts  of  wealth'  in  ordinary  economic 
enquiries.  It  seems  best  to  acquiesce  in  the  ordinary  method 
of  measuring  amounts  of  wpalt.h  nf  thft  sn.mp.  ^tjnd  by  quantity, 
and  comparing  amounts  of  wealth  of  different  V\m\!^  ];)y  their 
exchange  value ;  being  content  to  get  over  the  difficulties  of 
carrying  this  measure  from  one  time  or  place  to  another,  in  the 
imperfect  manner  above  explained ;  and  including  even  com- 
modities gratuitously  enjoyed  in  one  term  of  the  comparison',  if  i 
things  similar  in  kind  are  included  (as  having  market  value)  in  J 
the  other  term.  Only  wo  must  bear  in  mind  that  "  amount  of 
"wealth,"  thus  estimated,  corresponds  but  imperfectly  to 
"  amount  of  utility  "  derived  by  the  community  from  the  things 
that  constitute  its  wealth. 

§  3.  There  is  another  difficulty  lurking  in  the  conception  of 
Utility  as  a  measure  of  wealth,  which  it  will  be  instructive  to 
discuss.  By  the  Utility  of  material  things,  as  before  explained. 
we  mean  their  capacity  to  satisfy  men's  needs  and  desires.  And 
so  long  as  we  regard  these  latter  as  constant,  it  seems  easy  and 
straightforward  to  say  that  men  are  richer  in  proportion  as  they 
are  able  to  satisfy  their  needs  and  desires.  But  it  is  not  quite 
so  easy  to  deal  with  the  case  in  which  their  needs  and  the 
means  of  satisfying  them  have  increased  jaan  jxwsm  ;  especially 
if  the  additional  need  is  a  need  of  protection  against  some  pain 
or  danger  which  did  not  previously  threaten.  Suppose  (e.g.) 
that  a  country  is  visited  by  a  new  peril  of  inundation;  and 
that,  by  the  extra  exertions  of  its  inhabitants,  an  embankment 
is  constructed.  Are  we  to  say  that  it  has  thereby  become  a 
richer  country  than  before  ?  Or  again,  suppose  that  climate 
renders  the  inhabitants  of  one  country  liable  to  diseases  that  do 
not  occur  in  another.  Are  we  to  say  that  the  former  country 
is  the  richer  of  the  two,  if  its  excess  of  wealth  consists  merely 
in  remedies,  palliatives,  and  prophylactics  of  diseases  specially 

1  Snch  is  the  produce  of  waste  land  before  mentioned.  The  valaea  of  such 
gr^nitoosly  obtained  commodities  woold  of  conrse  have  to  be  supplied  from  the 
oomqMn^Ung  artidles  indaded  in  the  other  term  of  the  comparison. 
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incident  to  its  climate  ?  A  similar  question  may  be  raised  as 
regards  means  of  protection  against  noxious  animals ;  or,  again, 
as  regards  material  securities  against  mutual  injury  on  the 
part  of  the  citizens.  Shall  we  say  that  one  country  is  richer 
than  another,  so  far  as  the  former  has  castles  with  battlements 
and  towers,  which  civil  peace  and  security  render  unnecessary 
in  the  latter?  If,  on  the  other  hand,  we  allow  ourselves  to 
be  led  by  this  kind  of  consideration  to  limit  the  common 
denotation  of  the  term  wealth,  where  are  wc  to  stop  ?  For 
the  greater  part  of  the  material  products  of  any  country  are 
useful  as  means  of  protection  against  the  organic  pains  duo 
to  cold,  inanition,  &c.;  and  in  ditferent  regions  very  different 
amounts  of  the  produce  of  labour  are  required  to  make  such 
protection  effective :  hence  it  may  be  said  that  inhabitants  ot 
cold  climates  are  not  really  richer  because  they  require  more 
elaborate  houses,  more  clothing,  more  food,  and  far  more  fuel 
than  the  dwellers  in  warmer  regions.  I  think  it  must  bo  allowed 
that  the  significance  of  comparisons  between  the  amounts  of 
wealth  possessed  by  different  groups  of  persons  is  liable  to  be 
seriously  impaired  by  any  important  variations  in  their  needs 
and  desires:  and  that  anything  more  than  a  vague  and  general 
comparison  between  (e.g.)  the  annual  produce  of  England  and 
that  of  a  tropical  island  would  be  obviously  idle.  But  there 
is  not  the  same  objection  to  a  quantitative  comparison  between 
the  wealth  of  England  and  that  of  Germany  or  France;  as 
the  physical  needs  of  the  populations  of  these  countries  may 
be  assumed  to  be  approximately  the  same:  and  a  similar  as- 
sumption is,  on  the  whole,  legitimate  in  comparing  England 
now  with  England  a  century  or  half  a  century  ago.  For  the 
primary  needs  of  an  Englishman,  the  food,  clothing,  shelter,  &c., 
that  his  race  and  climate  render  necessary  for  his  health, 
can  hardly  have  changed  materially;  and  though  secondary 
needs  of  tea,  tobacco,  newspapers,  &c.,  may  have  developed 
themselves  in  him  we  may  fairly  regard  the  satisfaction  of 
these  needs  as  a  gain  in  the  aggregate  of  utility  derived  from 
material  objects. 

So  far  as  we  compare  the  wealth  of  societies  differing 
very  widely  in  elementary  needs,  the  important  question  is 
not  whether  either  has  not  more  wealth  on  the  whole  than 
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the  other,  but  m'hether  it  has  more  wealth  to  spare;  more 
wealtli  that  could  be  safely  taken  from  its  inliabitaiits,  without 
interfering  either  with  their  health  or  with  their  productive 
eflBciency'. 

§  4.  If,  however,  our  main  object  in  comparing  "amounts 
"of  wealth"  is  to  obtain  useful  data  for  estimatiujj  the  com- 
parative amounts  of  satisfaction  derived  from  material  sources 
by  different  communities,  or  the  same  community  at  different 
times,  a  furtlier  distinction  should  be  taken  between  the  two 
portions  of  a  country's  material  wealth  which  we  may  distinguish, 
as  Consumers'  wealth  and  Producers'  wealth  respectively.  By 
Consumers'  wealth  I  mean  such  material  things  as  are  directly 
available  for  satisfying  human  needs  and  desires ;  Producers'  I 
wealth  being  only  useful  indirectly  as  a  means  of  obtaining  th^ 
former.  What  is  commonly  prominent  in  the  thought  of  men. 
when  they  speak  of  the  increase  or  decrease  of  a  country's  wealth 
is  certainly  its  stock  of  consumers'  wealth  ;  indeed  we  sometimes 
find  in  such  discussions  that  the  general  term  wealth  is  used  ia 
this  more  restricted  signification.  The  distinction  does  not 
naturally  suggest  itself  when  we  are  contemplating  wealth  from 
the  point  of  view  of  an  individual :  since  an  individual  may  at 
any  moment  exchange  his  land  or  his  factory  for  any  portion  of 
consumer'  wealth  that  he  may  desire;  so  that  they  are  to  him 
at  least  jwtenticdli/  consumers'  wealth  to  the  extent  of  their 
market  value.  But  this  consideration  is  in  the  main  inap- 
plicable to  the  whole  community,  which  cannot  similarly  sell 
its  land,  factories,  &c. :    hence  when  we  are  discussing  social 

'  It  Bhould  be  observed  tliot  what  the  memberB  of  a  given  society  at 
a  given  time  could  spare — in  the  Kcnsc  abuvo  duliucd— dt'itcuds  in  an  uncertaia 
and  varying  degree  upon  previoufi  haliitH,  sud  upou  mental  iiud  social  conditioni 
that  are  themgelves  variously  modifiable,  and,  further,  that  there  is  no 
sharp  line  to  be  drawn  between  the  cipeuditnre  which  increases  efficiency 
and  that  which  does  not;  in  most  cases,  before  wo  como  to  quite  superfluous 
expenditure,  wc  shall  find  a  certain  portion  -which  increases  the  consumers' 
eOideucy  in  a  continually  diminishing  ratio  to  the  amount  coninmed:  tliun 
a  labourer  niny  do  a.  better  day's  work  by  eating  meat  rather  than  bread,  while 
yet  the  difference  between  the  value  of  the  meat  and  that  of  the  bread  may 
be  greater  tlian  the  value  of  the  additional  produce  of  his  labour.  Still,  in 
spite  of  this  indeterminate  margin,  we  may  with  advantage  mark  off — as  clearly 
as  may  be — the  spare  or  superfluous  i)ortiou  of  the  wealth  of  a  community 
from  that  which  is  required  to  keep  its  members  in  proper  working  condition. 


Chap.  Ill  ] 


WEALTH. 


weahli  our  attention  is  fixed  in  the  first  instance  on  things 
directly  useful.  Such  things,  in  short,  seem  to  be  social  wealth 
iu  a  primary  and  special  sense;  while  other  things,  only  used 
and  valued  as  a  means  to  the  protluction  or  conservation  of 
these,  are  only  to  be  called  wealth  in  a  secondary  and  wider 
signification  of  the  term.  It  must  be  admitted  that  the 
boundary  line  between  tlie  two  classes  cannot  be  sharply 
drawn;  there  is  an  indeterminate  margin  of  things  which  might 
plausibly  be  placed  in  cither  or  both  of  these  classes.  Still  this 
margin  does  not  appear  to  be  of  great  importance  as  compared 
with  the  aggregate  of  either  class ;  and  here  a.s  in  other  cases 
the  impossibility  of  drawing  a  sharj)  line  ought  not  to  lead  us  to 
abandon  a  broadly  important  distinction,  provided  that  we 
bear  in  mind  the  imperfect  precision  with  which  our  classes  are 
defined. 

When  this  distinction  is  once  taken,  it  is  easy  to  see  how 
misleading  it  may  be  to  add  the  amount  of  Consumers'  wealth 
in  a  country  at  any  time  to  that  of  Producers"  wealth,  and 
present  the  sum  of  the  two  as  the  "total  wealth"  of  the  country. 
For  since  there  is  no  constant  proportion  between  the  two  parts 
of  the  total  thus  heterogeneously  composed,  a  country  might 
thus  fallaciously  bo  represented  as  having  grown  richer  in  pro- 
portion to  the  number  of  its  inhabitants,  owing  to  an  increase  in 
the  number  and  elaborateness  of  its  instruments,  when  in  fact 
its  pro<lucc  per  head,  prospective  as  well  as  actual,  might  have 
really  decreased.  It  is  to  be  observed,  too,  that  the  exchange 
value  of  durable  instruments  (including  land)  may  easily  in- 
crease without  any  addition  to  their  productive  efficiency;  since 
what  people  are  wilh'ng  to  give  for  instruments  of  production 
does  not  depend  entirely  on  the  amount  that  they  expect  to 
produce  with  them,  but  partly  also  on  the  current  rate  of 
interest.  If  the  rate  of  interest  falls,  owing  to  the  decreasing 
productiveness  of  the  latest  additions  to  the  capital  of  the 
country,  previously  existing  instruments  of  permanent  utility — 
among  which  land  is  the  most  important — will  rise  in  value 
without  necessarily  becoming  more  proiluctive:  and  therefore 
if  we  simply  measured  the  amount  of  wealth  contained  in 
such  instruments  by  its  exchange  value,  the  country  would 
Beem   to  have  received  a  large  increment  of  wealth,  merely 
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through  a  fall  in  tlic  rate  of  interest.  It  seems  therefore 
best,  in  an  enquiry  into  the  '*  wealth  of  nations,"  to  take — as 
Adam  Smith  does — for  our  primary  object  of  investigation  what 
I  have  called  '  Consumers'  wealth,'  the  "  necessaries  and  con- 
"  veuiencos  of  life  which  a  nation  annually  consumes." 

But  when  we  thus  fix  our  attention  on  the  "real  income" 
of  the  community  as  distinguished  from  its  resources,  another 
cousidenition  comes  into  view,  which  was  noticed  in  the  pre- 
ceding chapter.  A  man's  money  is  not  entirely,  though  it  is 
mainly,  spent  in  consumable  things — food,  clothing,  fuel  &c.;  it 
is  paj'tly  spent  in  what  may  be  called  'consumable  services'; 
Le.  utilities  furnished  by  the  lab(»ur  of  others,  which  are  not 
"6xcd  and  embodied  in  matter'':  such  as  the  services  of 
domestics,  physicians,  actors,  carriers.  Ought  we  tlien  to  extend 
the  conception  of  "  wealth  "  to  include  such  services  ?  There  is 
Bomethiug  to  be  said  for  this.  The  two  kinds  of  utility  are  to 
some  extent  alternatives;  and  there  would  seem  to  be  a  certain 
absurdity  in  saying  that  people  are  poorer  because  they  cure 
their  diseases  by  medical  advice  instead  of  drugs,  improve  their 
minds  by  hearing  lectures  instead  of  reading  books,  guard  their 
property  by  ix)licemen  instead  of  man- traps  and  spring-guns,  or 
amuse  themselves  by  hearing  songs  instead  of  looking  at 
pictures'.  It  may  be  observed  too  that,  in  ordinary  estimates 
of  the  aggregate  income  of  the  inhabitants  of  a  country,  directly 
useful — or,  as  we  might  say,  "consumable" — services  are  com- 
monly included:  for  as  such  services  are  reckoned  as  j>aid 
out  of  income,  if  we  add  the  nominal  incomes,  estimated  in 
money,  of  those  who  render  such  services  as  well  as  tho.se 
who  receive  them,  the  result  will  only  represent  the  aggregate 

'  It  is  worth  notiemg  that,  as  Stnior  poiutod  ont,  I'oUtical  Economy,  p.  51 
(2nd  edition),  the  lino  drawn  by  coiiinioii  language  between  utilitiea  "embodied" 
in  material  products,  and  utilities  that  arc  merely  servicer,  depends  "on 
"differenced  exiiitiug  uot  in  the  things  tlieuii»dv'ea..,but  in  the  modes  in  which 
"  they  attract  our  attention."  When  our  attention  ia  principally  called  to  the 
retult  of  labour,  in  altering  the  qualitioa  of  matter,  wo  call  this  result  a  new 
material  product ;  when  it  is  principally  called  to  the  act  of  altering,  we  consider 
Uiis  act  as  a  itrcicc  applied  to  a  product  previously  existing.  Thus  the  meuding 
of  shoes  is  commonly  treated  as  a  service  becaase  we  jmy  for  it  separately  ;  bat 
we  consider  that  the  cook  at  a  rei^taurant  'produces'  a  dish,  because  our 
payment  for  his  operations  is  lumped  together  with  oar  pnymcnt  for  the 
material  on  which  they  were  exercised. 
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1-eal  income'  of  llio  coiintry,  if  this  latter  notion  is  ex- 
tended so  as  to  include  services.  Heuce  wlicu  we  pass  to 
consider,  in  the  following  book.  Low  this  aggregate  real  income 
is  distributed  among  the  members  of  the  comniunity,  it  woidd 
be  iucouveuient  and  misleading  not  to  enlarge  our  conception  of 
the  aggregate  distributed  so  as  to  include  services  as  well  as 
material  products.  If,  as  I  think,  the  term  wealth  is  by  usage 
restricted  to  stores  or  sources  of  utility  comparatively  per- 
manent, some  other  term  iimst  be  found  to  include,  along  with 
the  wealth  annually  consumed,  what  I  have  called  directly 
consumable  services:  and  I  propose  accordingly,  in  the  follow- 
ing bocik,  to  employ  the  terms  "  conmiodities "  and  "  produce 
of  labour"  in  this  extended  way.  When,  however,  we  are 
analysing  the  causes  which  render  a  community  more  or  less 
liberally  supplied  with  the  necessaries  and  conveniences  of  life, 
it  seems  best  to  limit  the  object  of  investigation  in  a  manner 
somewhat  different  from  that  which  is  appropriate  in  treating  of 
Distribution  ;  and  to  coutiuo  ourselves  to  such  utilities  as  result 
from  the  application  of  labour  to  man's  material  environment. 
For  the  variatious  that  we  find  in  considering  the  command  of 
ditierent  societies  over  this  class  of  utilities  difier  greatly  in 
their  nature  and  causes  from  the  variations  in  the  quality  and 
abundance  of  professional  and  domestic  services;  and  it  would 
serve  no  useful  purpose  to  include  the  latter  in  the  same 
investigation  with  the  former. 

§  5.  But  the  view  above  taken  of  material  wealth  as 
composed  of  permanent  sources  of  utility  raises  a  new  question. 
Suppose  wo  grant  that  services  are  not  wealth  on  account  of 
their  transiency ;  still,  there  are  other  immaterial  things  which 
are  permanent  sources  of  iitilily,  and  why  should  not  these  be 
included  in  the  notion  of  wealth  ?  For  instance,  we  consider 
that  a  chief  result  of  a  truly  liberal  education  is  to  impart 
culture ;  that  is  to  devulopc  in  human  beings  the  capacities  for 
realising  certain  elevated  and  delightful  modes  of  mental  ex- 
istence,  consisting   in   attainment    of   knowledge,   exercise   of 


>  It  should  be  observed  that  the  aggregate  nominal  income  represents  more 
t]ian  the  aggregate  consamption  of  luatoriol  wealth  and  servioes ;  since  it 
includea  oIbo  that  portion  of  income  which  ia  really  saved,  that  is,  whioh 
takes  the  form  of  additional  instnuncnts.  materials,  Sie, 
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sympatliy,  or  aesthetic  emotion  of  some  kind.  Such  inoJes  of 
existence  commonly  retjuire  some  of  tlie  material  products 
ordinarily  thought  of  as  wealth,  such  as  books,  microscopes, 
pictures,  &e. ;  but  the  capacities  themselves  are  by  far  the  most 
difficult  and  expensive  conditions  of  making  actual  the  possible 
utilities  "embodied"  iu  these  hixuries.  A  man  can  buy  the 
plays  of  Shakespeare  for  3*.  6(Z.  or  less;  but  he  cannot  buy  the 
capacity  for  enjoying  Shakespeare  without  a  vastly  greater 
expenditure  of  Ids  own  and  othera'  labour  than  3*.  Grf.  would 
remunerate.  Are  we  not  then,  it  may  be  asked,  to  regard  this 
culture,  when  acquired,  as  wealth,  as  much  as  the  less  important 
source  of  utility  which  we  possess  in  the  three-and-sixpenuy 
volume  ?  Certainly  the  facts  just  indicated  i?hould  not  be 
overlooked  by  the  economist ;  it  should  be  borne  in  mind  that 
the  expenditure  of  wealth  and  labour  in  imparting  culture  is 
an  indispensable  condition  of  realising  the  most  important  part 
of  the  utilities  which  we  commonly  but  imperfectly  conceive  as 
attached  to  the  material  things  that  we  call  luxuries.  Not  only, 
however,  is  usage  clearly  opposed  to  our  calling  culture  wealth  ; 
but — wdiat  is  more  important — the  investigation  of  the  causes 
of  improvement  iu  quality  and  increased  diffusion  of  culture 
baa  for  the  most  part  but  little  natural  connexion  with  an 
investigation  of  the  causes  of  improvement  in  our  supply  of 
material  commodities. 

This  latter  argument,  however,  does  not  apply  to  the  case  of 
technical  knowledge  and  trained  skill.  It  is  clear  that  a  com- 
munity may  increase  its  means  of  producing  commodities  as 
much  by  improving  the  mechanical  knowledge  and  skill  of  its 
inhabitants  as  by  adding  to  its  stock  of  inanimate  instruments'; 
and  that  it  depends  on  circumstances  which  of  these  two  courses 
ia  at  any  time  the  more  profitable  employment  of  national 
wealth    and  labour.     Hence — though,  as  skill  is  not  directly 


'  It  may  be  worth  while  to  observe  that  the  non- transferability  of  skill 
h&s  a  certain  effect  in  diminishing  the  reasonable  expectation  of  national  ad- 
Toutage  from  producing  it ;  since  it  somewhat  increases  the  danger  that  t)te 
ntUity  aimed  at  may  not  ultimately  be  realised.  We  may  assume,  generally 
speaking,  that  a  machine  nitl  be  used  bo  long  as  it  is  worth  using ;  since  if 
its  present  owner  is  too  lazy  to  nse  it  he  can  sell  it ;  but  as  skill  cunnot  so 
be  troasferred,  it  may  remain  uiused,  merely  because  its  possessoi  coa  obtain 
as  much  wealth  as  he  wants  in  some  other  way. 
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exchangeable,  it  is  contrary  to  usage  to  call  it  wealth — still,  as  I 
flhall  hereafter  argue,  we  can  hardly  deny  that  so  far  as  it  results 
from  labour  it  may  be  a  form  of  investment  of  capital'. 

§  G.  There  are,  however,  other  immaterial  things,  such  as 
debts,  copyrights,  &e.,  whicli  being  (unlike  culture  and  skill) 
exchaogeable,  are — as  we  saw — commonly  includeJ  in  our 
estimate  of  the  wealth  of  individuals.  The  question  then  arises 
how  far  we  should  include  these  in  our  conception  of  the 
aggregate  wealth  of  the  community  ?  We  will  take  first  the 
case  of  Debts.  A  debt  may  be  regarded  either  as  the  creditor's 
Kigbt  to  receive  a  certain  sum  of  mouey  or  a  debtor's  Obliga- 
tion to  pay  it;  the  two  notions  merely  representing  two 
opposite  views  of  the  same  fact.  Such  a  right  or  obligation, 
being  transferable,  is  a  thing  that  po.s.sesses  a  definite  exchange 
value  ;  and  the  least  reflection  will  show  how  very  large  is  the 
amount  of  these  valuable  immaterial  articles  owned  by  English- 
men ;  indeed  most  of  the  wealth  of  those  who  are  not  land- 
owners or  personally  engaged  iu  business  consists  of  the  debts 
owed  them  by  governments,  companies,  bankers,  or  private 
persons.  It  is  clear,  however,  that  such  debts  would  not  be 
properly  included  in  an  inventory  of  the  aggregate  wealth  of 
Englishmen,  except  so  far  as  they  are  debts  of  foreigners ;  since 
whatever  be  the  positive  value  of  a  creditor's  right  to  receive 
money,  his  debtor's  obligalion  to  pay  it  must  have  a  corre- 
sponding negative  value;  though  as  there  is  no  market  for  the 
obligations  of  debtors,  as  distinct  from  the  rights  of  their 
creditors,  this  negative  value  does  not  usually  force  itself  on  our 
observation.  At  the  same  time,  it  ought  to  be  recognised  that 
this  estimate  overlooks  the  increase  in  utility  on  the  whole,  which 
generally  speaking  results  from  the  transfers  of  material  wealth 
efifected  by  means  of  debts.  A  well-organized  system  of  credit 
increases  the  productive  resources  of  a  country,  just  as  a  well- 
organized  system  of  railway  communication  does ;  and  this 
effect  is  especially  striking  in  the  case  of  certain  kinds  of  debts, 
viz.  those  of  bankers  and  merchants,  which  are  used  over  and 
over  again  in  transfers  of  wealth ;  and  thus  como  to  be  a 
medium  of  exchange,  which  to  a  large  extent  takes  the  place  of 
gold  coin.     Now  so  far  as  such  debts  (or  the  printed  or  written 

"  Bee  ch.  V. 
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acknowledgments  of  them")  serve  as  substitutes  for  the  precious 
metals  in  the  machiuery  of  exchange,  it  would  be  misleadiog  to 
include  the  latter  in  our  account  of  a  country's  resources — or 
'producers'  wealth,'  as  1  have  called  it — and  reject  the  former: 
for  if  a  country  substitutes  an  adequate  currency  of  banknotes 
for  a  portion  of  its  gold  currency,  and  buys  goods  from  abroad 
with  the  coiu  saved,  it  is  evident  that  its  power  of  obtaining 
'consumers'  wealth'  has  been  increased  by  the  change.  And 
what  is  true  of  bankers'  obligations  will  be  admitted  to  be  true 
of  other  debts,  so  far  as  they  perform  the  aarao  useful  function 
of  enabling  material  wealth  to  be  transferred  to  the  persons  to 
whom  it  is  most  useful. 

At  the  same  time  it  is  important  to  observe  that^  in  esti-jl 
mating  for  purpo.ses  of  comparison  the  wealth  of  a  community, 
the  ordinary  standards  of  Quantity  and  Exchange  Value  are 
altogether  inapplicable  to  the  portion  of  wealth  used  as 
medium  of  exchange.  Quantity  is  almost  an  irrelevant  con- 
sideration, since  the  social  utility  of  a  medium  of  exchange  has  I 
no  tendency  to  vary  directly  with  its  amount.  Within  very  wide 
limits  the  function  of  money,  so  far  as  its  employment  within  a 
country  is  concerned,  will  be  no  better  performed  by  a  larger 
quantity  than  by  a  smaller ;  provided  that  our  habits  and  customs 
of  distribution  and  e.\change  are  duly  adapted  to  the  smaller 
amount.  And  exchange  value  is  clearly  misleading  when  the 
medium  of  exchange  consists  partly  of  metallic  money  and 
partly  of  bankcr«'  debts.  For  while  the  actual  functions  of 
the  two  portions  arc  the  same,  so  long  as  the  coin  is  used 
within  the  country,  the  coiu  has  the  special  utilities  of  being 
both  available  for  foreign  payments  and  capable  of  being 
melted  down  and  turned  to  other  uses  without  any  con- 
siderable loss.  For  these  reasons — while  it  would  be  absurd 
to  deny  money  lo  be  wealth — it  seems  to  me  most  convenient 
to  omit  the  medium  of  exchange  altogether  in  our  comparisons 
of  the  wealth  of  different  societies  (or  of  the  same  society  at 
ditiereut  times) ;  and  to  treat  it  as  something  sui  generis.  But 
whether  we  do  this  or  not  is  not  a  question  of  great  impor- 
tance, for  the  purpose  of  our  present  enquiry:  provided  that  we 
give  due  weight  to  the  distinction  before  drawn  between 
'consumers'  commodities/  whether  material  or  immaterial,  and 
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'  producers'  wealth '  that  is  socially  useful  only  as  a  means  of 
producing  consumers'  commodities  ;  since  the  medium  of  ex- 
change is  at  any  rate  to  be  considered  as  producers',  not 
consumers',  wealth,  and  is  therefore  to  be  estimated,  from  a 
social  point  of  view,  by  its  prnductive  effifieucy. 

And  we  should  treat  similarly  the  other  valuable  immaterial 
things  which — as  was  before  said — are  commonly  and  rightly 
included  in  our  estimate  of  the  wealth  nf  individuals.  Take, 
for  example,  the  rights  to  prohibit  imitation  of  one's  inventions 
and  literary  comijositions  by  others,  known  as  Patents  and 
Copyrights.  It  is  obvious  that  the  exchange  value  of  such 
things  is  no  guide  at  all  to  their  social  utility.  The  primary 
effect  of  patents  and  copyrights  is  generally  to  decrease  the 
amount  of  consumers'  wealth  produced  in  the  country.  The 
utility  of  the  invention  on  which  the  patent  is  based  may  be 
very  great ;  but  it  would  be  primd  ftcie  greater  if  there  were 
no  patent  at  all,  so  that  every  producer  might  use  it  freely. 
Still,  we  believe  that  the  ultimate  effect  of  the  cstJiblishment 
of  patent  rights  is  to  increase  the  stock  of  directly  useful 
commodities,  through  the  stimulus  given  to  inventive  activity. 
But  what  a  country  gains  in  this  way  cannot  be  estimated  with 
quantitative  exactness,  any  more  than  what  it  gains  by  other 
important  differences  between  a  good  and  bad  system  of 
legLslatiou ;  and  it  would  be  manifestly  illusory  to  measure  this 
advantage  by  reckoning  the  average  exchange  value  of  patents. 

In  the  next  chapter  I  shall  take  note  of  the  importance  to  a 
country  of  its  political  organization'  (including  its  system  of 
law)  as  a  source  of  increased  production :  but  this,  being 
common  to  all  members  of  the  community,  is  not  represented 

'  There  is  a  certain  elenieDt  of  truth  in  the  fallaciou«  re&soDiui;  by  which 
it  has  been  argneil  that  our  national  debt  ahuiild  be  iiichided  in  the  in- 
ventory of  England's  wealth,  as  maoh  as  capital  sunk  in  land  or  railways; 
•a  tlie  interest  paid  on  it  in  paid  for  the  use  of  money  wliich  has  been 
thoroa|{hly  well  invested  in  learioK  the  historic  polity  of  which  we  enjoy 
the  benefits. 

"  Tantn  nolia  crat  Romanam  conder«  gentem," 
and  the  *'cirLs  Romanua"  has  naturally  to  pay,  like  the  shareholder  in  a 
railway,  for  the  borrowed  capital  used  in  this  great  construction.  The  analogy 
■a  nudeniable ;  only  we  most  not  infer  that  England — any  store  than  a 
railway — is  worth  more  becanse  it  baa  cost  us  so  inueh ;  still  less  that  it  is 
wortli  more  because  we  had  to  borrow  the  money. 
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in  any  oiiliuaiy  commercial  estimate  of  the  wealth  of  in- 
dividiials.  The  case  is  otherwise  with  certain  fletnenis  of  tlmfc 
more  indefinite  and  spontaneous  social  organization  which,  viewed 
as  a.  whole,  is  a  hardly  less  indispensnhle  faetor  in  the  actual 
production  of  the  ajjij^^egate  of  utilities  enjoyed  hy  the  com- 
munity. The  established  relations  of  individual  tra<lers  and 
profcssinnal  men  with  other  members  of  the  cotnintinity,  who 
habitually  deal  with  them,  are  sources  of  gain  to  these  indi- 
viduals, admitting  of  more  or  less  definite  valuation.  This  is 
the  case  to  sonre  extent  even  with  relations  that  are  only 
partially  transferable  ;  as  the  Credit'  of  a  banker  or  mercliant, 
which  may  be  handed  on  through  the  continuity  of  a  firm,  but 
cannot  be  exactly  sold  to  a  successor.  In  a  certain  sen.se  it  is 
legitimate  to  reckon  this  credit  as  a  part  of  the  wealth  of  such 
a  firm  since  it  is  certainly  a  part  of  its  productive  resources,  of 
which  the  value  is  measurable  by  the  additional  profit  that  it 
enables  the  firm  to  obtain.  And  the  character  of  (individind's) 
wealth  belongs  still  more  clearly  to  what  is  variously  known 
as  Practice,  Goodwill  or  Connexion; — terms  by  which  we 
denote  the  fact  that  a  considerable  though  indeterminate 
number  of  persons  liabitually  use  the  services  of  a  particular 
trader  or  professional  man,  and  from  the  force  of  habit  will 
mostly  continue  to  use  the  services  of  any  one  who  obviously 
steps  into  his  place.  8nch  settled  habits  uf  other  persons, 
which  in  many  industries  give  to  old-established  houses  a 
qualified  monopoly  of  business,  are  of  course  a  considerable 
source  of  profit  to  the  person  whose  services  are  employed. 
So  far,  then,  as  such  'Goo<hviir  is  capable  of  being  transferred 
at  a  definite  exchange  value,  we  ought  no  doubt  to  include  it  in 
any  estimate  of  the  wealth  of  the  person  enjoying  it.  And  I 
admit  that  this  immaterial  wealth  of  individuals  may  to  a 
certain  extent  be  rightly  considered  as  a  part  of  the  productive 
resources  of  the  community  :  for,  as  was  before  saitl,  the  estab- 
lishment of  certain  definite  channels  of  business,  certain  fixed 

'  I  may  observe  that  in  discnssing  the  case  of  bankers'  and  mercfaanta' 
obligations,  employed  a»  a  medium  of  exchange,  I  have  avoided  the  term 
"credit,"  as  signifying  nmbiguously  both  Ihe  confidcace  which  a  creditor  feels 
in  hig  debtor,  nnd  the  legftl  obli^'alion  to  pay  money  which  the  latter  iocara 
in  return  fur  the  wealth  tent  him :  it  ia  in  the  foimei  uf  these  tueanlngB 
that  the  term  ia  here  used. 
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habits  of  dealing  with  particular  persons  and  companies,  is 
a  normal  element  of  social  organization ;  and  we  cannot  con- 
ceive it  annihilated  without  serious  inconvenience  to  society. 
But  it  is  clear  that  the.  social  utility  of  the  Goodwill  or  Con- 
nexion of  individual  traders  cannot  in  the  least  bo  inferred 
from  its  exchange  value,  any  more  than  the  social  utility  of 
their  credit  or  reputation. 

It  may  be  noticed  that  in  the  case  of  'Goodwill'  or  'Business 
Connexion '  what  is  actually  bought  and  sold  is  commonly  the 
legal  right  of  using  the  name  (as  well  as  the  actual  buildings 
&c.)  of  the  dealer  from  whom  the  Goodwill  is  purchased.  In 
the  case  of  a  physician's  Practice,  however,  no  similar  external 
symbols  of  continuous '  succession  are  exchanged ;  what  the 
physician  undertakes  to  give  in  return  for  the  money  paid  him 
is  merely  his  absence  and  his  recommendation ;  and  it  is  a 
remarkable  illustration  of  the  force  of  mere  habit,  even  in  so 
important  a  matter  as  the  choice  of  medical  advice,  that  this 
recommendation — even  when  currently  known  to  have  been 
purchased — should  have  so  high  an  exchange  value  as  it  appears 
actually  to  possess.  But  in  neither  case  is  the  habit  of  dealing, 
on  which  the  profit  of  the  purchase  depends,  really  secured  by 
any  legal  right.  I  draw  attention  to  this  point,  because  even 
in  the  case  of  patents,  copyrights,  &c.,  considered  as  portions  of 
an  individual's  wealth,  it  does  not  appear  to  me  exactly  correct 
to  say  with  Mr  Macleod  that  the  wealth  consi.«!ts  in  the  legal 
right;  but  rather  that  it  consists  in  the  special  productive 
advantage  or  utility,  the  means  of  making  extra  profit,  which  is 
derived  from  the  fact  of  non-imitation,  though  secured  by  the 
legal  right.  For  if  the  legal  right  were  annihilated,  the  owner  of 
the  patent  would  obviously  remain  just  as  rich  as  before,  if 
only  a  general  habit  of  non-imitation  could  be  maintained — 
by  public  opinion  or  otherwise — among  rival  producers*. 
Similarly  in  the  case  of  any  portion  of  material  wealth, 
that  which  constitutes  a  thing  wealth  is  the  possibility  of 
enjoying  the  utilities  or  satisfactions  to  which  it  is  a  means, 
secured  to  its  owner  by  his  legal  right  to  non-interference  on 
the  part  of  others;  and  not  this  right  itself     Hence  in  con- 

>  I  do  not  mean  to  saggest  that  this  supposition  is  within  the  limits  of 
probability. 
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sidering  material  wealth,  though  legal  ownership  is  presumed, 
it  is  hardly  necessary  to  draw  attention  to  it. 

We  have  now  examined  the  chief  questions  that  have  been 
raised  with  regard  to  the  definition  of  wealth.  The  results 
that  we  have  obtained,  so  far  as  they  are  important  at  the 
present  stage  of  our  investigation',  will  perhaps  be  most  con- 
veniently summed  up  at  the  outset  of  the  ftJlowing  chapter. 

'  Some  further  discussion  of  Producers'  Wealth — under  the  more  familiar 
name  of  Capital— will  be  found  in  chap.  v. 


CHAPTER  IV. 

CAUSES  OF  VARIATIONS  IN  PRODUCTION. 

§  1.  The  lengthy  discussion  in  the  preceding  chapter  will 
not,  I  trust,  have  been  thrown  away,  if  it  has  assisted  us  in  form- 
ing a  clearer  conception  of  the  object  that  we  have  in  view,  in 
investigating  the  laws  or  conditions  of  Production.  The  term 
Wealth,  as  we  have  seen,  is  variously  used  in  ordinary  dis- 
course, and  may  with  perfect  scientific  propriety  be  diversely 
defined  for  the  purpose  of  different  inquiries.  But  in  studying 
the  Wealth  of  Nations  what  we  are  concerned  to  know  is, 
Under  what  conditions  different  communities  of  men,  or  the 
same  communities  at  different  times,  come  to  be  "better  or 
"  worse  supplied  with  all  the  necessaries  and  conveniences  for 
"  which  they  have  occasion'."  Hence  our  attention  should  be 
concentrated  upon  those  directly  useful  commodities  which  I 
have  called  Consumers'  Wealth  to  distinguish  them  from  the 
instruments  and  materials  which  are  only  useful  and  valuable 
as  means  of  producing  other  wealth.  Again  in  comparing — 
with  any  aim  at  precision — the  supply  of  such  commodities 
enjoyed  by  different  communities,  or  the  same  community  at 
different  times,  we  must  limit  ourselves  to  cases  in  which  the 
primary  needs  of  the  persons  concerned  are  not  materially 
different  I  may  here  observe  that,  if  we  are  considering  the 
same  community  at  two  different  periods  of  its  history,  we 
ought  not  to  overlook  the  durability  of  a  portion  of  Consumers' 
wealth  which  has  often  been  left  rather  out  of  sight  by 
economists.    When  Adam  Smith,  for  instance,  speaks  of  the 

'  Adam  Smith,  Introductiun. 
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"  annual  produce  of  labour,"  the  term  calls  to  mind  the  food 
that  is  eaten  from  day  to  day  or  the  clothes  that  are  worn  out 
in  a  few  years,  rather  than  the  houses,  gardens,  parks,  pictures, 
jewels,  &c.,  that  are  handed  down  from  generation  to  genera- 
tion. At  the  same  time  these  latter  must  not  be  omitted  in 
estimating  the  community's  command  over  the  "  conveniences  " 
— and  even  the  "necessaries" — of  life.  A  man's  house  does 
not  the  less  shelter  him  from  the  elements  because  it  was  built 
in  the  reign  of  Elizabeth ;  and  if  we  ask  why  England  now  is 
richer  than  England  300  years  ago,  a  part  of  the  answer  must 
be  that  each  generation  has  added  somewhat  to  the  stock  of 
such  durable  wealth  as  is  not,  except  accidentally,  destroyed 
in  the  using. 

At  the  same  time,  this  is  no  doubt  a  very  small  part  of  the 
answer  required  ;  especially  since  this  stock  of  wealth  not  only 
requires  continual  expenditure  of  labour  in  care  and  repairs, 
and  continual  additions  to  take  the  place  of  what  is  slowly  con- 
sumed, but  also  continual  adaptation  to  the  changing  tastes — 
and  sometimes  the  changing  needs — of  successive  consumers. 
And  it  seems  most  convenient  for  the  present  to  neglect  this  small 
element  of  inherited  consumable  commodities  and  consider  society 
as  continually  supplying  what  it  continually  consumes,  in  respect 
of  the  comparatively  durable  part  of  its  consumers'  wealth  no 
less  than  of  that  which  is  rapidly  destroyed  and  reproduced'. 
But  we  must  not  forget  the  amount  of  error  involved  in  this 
limitation  of  view ;  and  we  must  also  bear  in  mind  that  care- 
lessness in  preserving  what  has  been  produced,  and  the  insta- 
bility of  taste  and  fashion  which  impairs  the  satisfaction  derived 
from  it,  tend  practically  to  reduce  the  available  supply  of  com- 
modities. 

Further;  I  argued  that,  in  a  complete  view  of  the  con- 
veniences of  life,  we  ought  to  consider  along  with  consumers' 
wealth  what  I  have  called,  for  analogy's  sake,  "consumable 
"  services " :  and  I  accordingly  propose  to  extend  the  terras 
"  produce  "  and  "  commodities,"  so  as  to  include  such  services  as 

'  As  will  be  seen,  a  different  view  of  this  durable  consumers'  wealth  is 
attained  in  the  following  chapter,  in  which  its  analogy  to  Producers'  capital  is 
brought  out ;  but  the  difference  is  not  very  important  for  the  present  investiga- 
tion. 
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well  as  material  products.  I  also  pointed  out  that,  since  a 
portion  of  wealth  consists  of  books,  pictures,  microscopes,  and 
other  material  means  of  literary,  artistic,  and  scientific  culture, 
and  since  the  utilities  embodied  in  these  objects  cannot  be 
realised  except  by  persons  who  have  been  more  or  less  elabor- 
ately trained,  it  would  be  a  inislakc  for  us  to  leave  out  of  sight 
the  culture  that  results  from  this  tmining,  and  the  skill  that 
is  acquired  and  used  as  a  source  of  immcHliate  enjoyment,  as  a 
private  person's  skill  in  painting  or  piano-playing.  Though  we 
do  not  call  permanent  skill  and  culture,  any  more  than  trans- 
ient services,  by  the  name  of  wealth  ;  still,  since  they  resemble 
wealth  in  the  two  important  characteristics  of  being  results  of 
labour  and  sources  of  satisfaction,  the  economist  no  less  than 
the  statesman  or  the  philanthropist  must  keep  them  in  view,  in 
contemplating  the  growtli  of  the  resources  of  refinement  and 
elevation  of  life  which  the  progress  of  civilisation  tends  to 
furnish  in  continually  increasing  abvindance. 

At  the  same  time,  I  pointed  out  a  decisive  practical  reason 
for  not  including  any  reference  to  culture,  or  io  the  labour  by 
which  in  each  generation  it  is  developed  and  transmitted,  in 
our  present  examination  of  the  causes  why  dit!erent  societies 
are  better  or  worse  supplied  with  commodities  generally:  viz. 
that  the  most  important  changes  that  we  have  to  note  and 
explain  in  society's  command  over  material  wealth,  are  very 
(lirterent  in  their  nature  and  causes  from  the  most  important 
changes  that  have  taken  place  as  regards  the  possession  and 
enjoyment  of  culture.  Under  the  latter  head,  for  instance,  the 
varying  quality  and  abundance  of  the  services  of  painters,  poets, 
educators,  even  priests  would  be  a  prominent  object  of  investi- 
gation ;  and  woidd  i)bvii)usly  take  us  into  regions  very  remote 
from  that  of  Political  Economy  as  ordinarily  understood.  The 
same  may  be  said  of  most  other  professional  services.  On  the 
other  hand,  it  would  be  equally  misleading  to  confine  our  view 
of  produce  to  the  material  things — food,  fuel,  clothing  kc. — 
that  producers  are  continually  handing  over  to  consumers:  since 
there  are  other  commodities,  not  transferred  in  a  material  form, 
but  equally  derived  from  the  application  of  labour  to  matter,  of 
which  the  increased  supply  that  a  modern  civilised  community 
continually  enjoys  is  due  tu  causes  similar  to  those  that  have 
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increased  its  coinuiaud  over  matcrtal  comniodities;  and  of 
which  therefore  the  production  is  naturally  aud  suitably  con- 
sidered along  with  the  production  of  the  latter.  Such,  for 
example,  are  the  couiniodttics  of  Couvejance  and  Correspon- 
dence;— so  far  as  they  are  what  I  have  culled  consumers'  com- 
modities: i.e.  so  far  as  railways  and  telegraphs  convey  tourista 
and  the  messages  of  friends,  no  less  than  goods,  commercial 
travellers,  aud  messages  of  business'. 

The  '  produce.'  therefore,  uf  which  we  are  to  examine  the 
variations  in  amount  must  be  conceived  as  something  of  which 
material  wealth  is  the  chief  but  not  the  sole  constituent.  For 
brevity's  sake  it  will  be  convenient  sometimes  to  refer  to  it  as 
wealth  :  but  we  must  be  understood  to  have  in  view  all  the 
commodities  derived  from  the  application  of  tlie  labour  of  a 
society  of  human  beings  to  their  materia!  environment. 

According  to  the  ordinary  view  of  "production"  of  material 
products,  the  process  so  named  is  conceived  to  terminate  when 
the  portion  of  matter  to  which  it  is  applied  has  received  its 
final  quality  and  shape ;  the  conveyance  and  sale  of  such 
finished  products  beiug  regarded  as  separate  and  subsequent 
processes.  Here,  however,  in  consistency  with  the  extended 
meaning  which  I  give  to  the  term  'produce,'  we  must  regard  as 
'productive'  all  the  labour  employed  about  a  thing  until  its 
consumption  commences :  that  is,  we  must  include  the  labour 
of  carriers  and  traders,  no  less  than  that  of  farmers  and  manu- 
facturers. 

§  2.  The  fundamental  questions,  then,  which  the  Theory 
of  Production  attempts  to  answer,  may  now  be  precisely  stated 
as  follows:  (1)  What  are  the  causes  that  make  the  average 
annual  produce  per  head'  of  a  given   community  at  a  given 

'  The  quantity  of  such  commoJitiea  may  be  measiireJ  liy  (1)  tlio  number  of 
persona  and  messages  conveyed  within  a  piven  ])erioJ,  and  ("2)  tht*  apace  through 
which  ihey  are  oon\'c>yed  :  increaHed  speed  of  conveyance  is  an  iitiproveineut  in 
quality  which  can  only  ho  roughly  estiiualed. 

'  We  investigate  the  average  supply  per  bead,  and  not  tlio  total  supply; 
because  it  is  to  the  former  that  all  assertions  aa  to  the  greater  or  less  wealth  of 
a  society  comnionly  relate — we  do  not  think  that  a  nation  has  grown  richer 
merely  becaune,  having  grown  larger,  it  conRumes  more  food,  clothing,  Ac. 
And  we  take  the  supply  os  annual,  because  the  principal  products  of  agriculture 
are  aotuaUy  produced  at  intervals  of  about  a  year;  otherwise,  of  course,  any 
othfr  period  would  do  equally  well. 
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time  greater  than  that  of  another  whose  primary  wants  are 
not  materially  different,  or  greater  than  its  own  prudiice  at  a 
previous  stage  of  its  history?  and  (2)  What  are  the  laws  of  their 
operation  ?  The  answer  of  the  furmer  of  these  questions  is 
somewhat  complicated,  but  in  no  way  doubtful  or  obscure: 
it  njcroly  requires  a  little  cure  in  retlective  analysis  to  dis- 
tinguish the  different  elements  that  enter  into  the  productive- 
ness of  industry;  though  their  mutual  connexion  is  so  close 
and  intricate  that  it  is  a  matter  of  some  little  dit^iculty  to 
expound  them  in  a  clear  order.  But  when  we  attempt  to 
measure  accurately  the  operation  of  any  of  these  causes  in  the 
past,  and  still  more  when  we  try  to  forecast  the  extent  to 
which  they  may  be  exjMJcted  to  operate  in  tho  future,  we 
touch  on  points  which  controversy  has  found^-or  rendered 
— difficult  and  perplexing.  It  has  therefore  seemed  to  me 
desirable  to  treat  these  two  questions  separately;  and  to 
confine  myself  in  the  present  chapter  to  a  merely  qualitative 
analysis  of  the  conditions  of  Production,  reserving  for  a  future 
chapter  the  discussion  of  the  more  precise  quantitative  state- 
ents,  which  for  distinctness'  sake  I  propose  to  call  the  '  Laws' 
of  Production. 

The  whole  process  of  Production — the  application  of  the  labour 
of  a  community  to  adapt  external  matter,  organic  or  inorganic, 
to  the  satisfaction  of  it«  wants — ha-s  various  degrees  of  complexity 
according  to  the  nature  of  the  utility  produced.  OrJiiiarily,  we 
can  distinguish  three  chief  stages  involving  a  somewhat  larger 
number  of  leading  species  of  industry.  First  comes  the  labour 
required  to  get  possession  of  some  material  thing  in  its  natural 
state,  or  with  no  further  mo<lification  than  is  needed  to  render  it 
moveable:  i.e.  either  mainly  the  labour  of  pursuit  or  enticement 
and  capture — e.g.  of  game  or  fish — ,  or  mainly  the  labour  of 
initiating  or  fostering  the  natural  growth  of  tame  animals  and 
vegetables,  or  the  labour  of  detachment  or  extraction,  as  in  the 
case  of  forest  trees  and  minerals.  Then  follows  the  labour  of 
manufacture  in  which  this  raw  material  undergoes  mechanical 
or  chemical  changes  more  or  less  extensive  to  adapt  it  to 
human  uses :  then,  finally,  comes  the  labour  of  the  carriers  who 
convey  the  finished  goods  from  place  to  place,  and  of  the  traders 
who  enable  them  to  be  obtained  promptly  and  easily  by  the 
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members  of  the  community  who  may  from  time  to  time  require 
them.  It  is  evident  that,  for  a  given  population,  this  Avholc 
process — or  aivy  part  of  it — will  tend  to  j'ield  more  or  less  of 
the  utilities  at  which  it  aims,  according  as  the  labour  is  (i) 
applied  viuder  more  or  less  favourable  circumstances,  or  (ii)  is 
greater  in  quantity,  or  (iii)  more  efficient  in  quality.  I  include 
uink-r  the  term  labour  all  kinds  of  voluntary  exertion,  intellec- 
tual a.s  well  as  muscular,  which  contributes  directly  or  iudiioctly 
to  the  increase  of  produce  as  above  defined :  and  I  mean  by 
"quantity  of  labour"  merely  extensive  quantity,  measured  in 
two  ways,  by  length  of  time  and  number  of  labourers.  On  this 
view  we  may  distiugui.sh  four  different  ways  in  which  tlie 
labour  of  one  community  may  be  less  than  the  labour  of 
another,  in  proportion  to  the  wtiole  number  of  the  pt»pulation ; 
for  either  the  workers  may  bear  a  smaller  ratio  to  the  non- 
workers,  or  the  number  of  years  during  which  they  work  may 
bear  a  smaller  ratio  to  the  whole  perio<l  of  life,  or  they  may 
work  for  fewer  days  in  the  year,  or  for  fewer  hours  in  the  day. 
It  may  however  be  urged  that  we  ought  to  regard  labour  as 
haviug  intensive  as  well  as  extensive  quantity;  and  no  doubt 
we  commonly  speak  of  men  as  doing  more  or  less  work  in  the 
same  time,  meaning  not  merely  that  they  produce  more  or  less 
result,  but  that  they  make  more  or  less  eBort.  But  since  I 
cannot  find  any  satisfactory  measure  of  the  amount  of  such 
effort,  applicable  to  all  kinds  of  labour  alike,  it  seems  best 
to  include  this  source  of  variation  under  the  third  head  of 
'  efficiency '  of  labour.  The  question  is  uot  of  great  practical 
importance ;  because  the  variations  in  quantity  and  quality  of 
labour  respectively  are  on  any  view  largely  due  to  the  same 
causes'. 

'  JevnnB,  in  his  Theonj  of  Po/iriVai  Economif  (c.  v.),  considers  labour 
as  poBHeKRing  iutenaive  t^uauCity  :  but  hit)  view  of  ibis  characteristic  does  not 
appear  to  uie  very  clear  or  conaiatcnt.  In  one  paHsage  (p.  185,  2nd  ed  )  be  says 
that  "intcnaity  of  labour  may  have  more  than  one  meaning;  it  may  moan  tlie 
"  quantity  of  work  done,  or  the  painfulneRS  of  the  effort  of  doing  it."  But 
sorely  *' quantity  of  work  done" — or,  aa  he  afterwards  nays,  "amount  of 
"produce" — varying  as  it  must  with  the  material  to  which  the  labour  is  applied, 
the  skill  with  which  it  is  dirucled,  the  iustruments  tliat  aid  it,  dec,  dkc,  cannot 
possibly  measure  the  mere  quantity  (in  any  sense)  of  the  labour.  And  tliou};h 
the  "painfuluess"  of  labour  is  a  characteristic  of  fundamental  ecouoiuic> 
importance,  it  cannot  iKrssibly  supply  a  uoircrsal  lueasare  of  labour ;  since,  as 
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§  3.  Let  us  begin,  then,  by  analysing  briefly  the  differences  in 
the  productiveness  of  labour  that  are  due  to  external  conditions. 
In  the  first  place  the  "spontaneous  bounties  of  nature"  (as 
they  are  called)  are  very  unequally  distributed  :  in  some  regions 
things  directly  consumable,  or  the  materials  required  for  making 
them — ^game  or  fish,  wood  or  coal  for  fuel,  or  useful  metals — are 
much  more  abundant  than  elsewhere,  or  more  easily  obtained, 
preserved,  or  applied  to  their  appropriate  uses.  These  variations 
are  obvious  and  familiar ;  aud  almost  equally  obvious  are  the 
differences  in  the  degrees  in  which  land  and  water,  the  great 
permanent  instruments  of  production  (including  conveyance), 
are  naturally  adapted  for  this  purpose  or  capable  of  being  made 
so.  It  should  be  observed,  however,  that  these  material 
advantages  do  not  remain  the  same  in  all  stages  of  industrial 
development:  but  vary  with  the  varying  amounts  of  labour 
applied  and  the  varying  efficiency  of  instruments  and  processes. 
Thus  in  newly  settled  countries  the  lands  first  cultivated  are 
commonly  not  those  that  ultimately  prove  most  fertile:  so 
again  the  river-system  of  a  country  is  fundamentally  important 
for  communication  till  railways  are  invented,  but  not  afterwards : 
and  similarly  the  ocean  was  long  a  barrier  to  navigators  of 
inland  seas. 

Secondly,  as  we  pass  from  one  part  of  the  earth's  surface  to 
another,  we  find  similar  variations  in  the  conditions  unfavour- 
able to  production  or  to  the  preservation  of  what  has  been 
produced :  either  periodic  conditions  of  inorganic  nature  such  as 
extreme  dampness'  or  extreme  heat ;  or  occasional  disturbances 
I  have  already  argued,  the  aBgomption  that  labour  is  universally  painful  is  in 
conflict  with  facts. 

In  another  passage  (p.  221)  Jevons  says  that  "we  may  approximately 
"  measure  the  intensity  of  labour  by  the  amount  of  physical  force  undergone 
"  in  a  given  time."  This  view  appears  to  me  quite  different  from  the  one  just 
discussed;  since  by  "amount  of  physical  force  undergone"  must  be  meant 
■ome  effect  on  the  labourer's  organism,  not  on  the  material  modified  by  his 
labour.  But  what  the  precise  nature  of  this  organic  effect  is,  or  by  what 
standard,  applicable  to  all  kinds  of  labour  alike,  Jevons  proposes  to  measure 
it,  I  cannot  discover  from  his  examples. 

I  "  Daring  the  rainy  season,  in  the  region  of  the  upper  Ganges,  mushrooms 
**  shoot  up  in  every  comer  of  the  houses ;  books  on  shelves  swell  to  such  an 
"  extent  that  three  occupy  the  place  previously  occupied  by  four ;  those  left  on 
"  the  table  get  covered  over  with  a  coat  of  moss  one-eighth  of  an  inch  in  thiok- 
"  ness."    Boscher,  Political  Economy  (Lalor's  translation)  §  cux. 
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as  floods,  storms,  earthquakes.  Sec. ;  or  jilants  or  insects  noxious 
in  various  ways,  liere  also  we  may  notice  (1)  the  direct 
physical  effect  of  climate  on  the  labourer's  energy,  as  well  as  (2) 
its  etfects  in  varying  the  period  during  which  labour  can  bo 
usefully  employed  in  agriculture'. 

In  short,  the  external  world  upon  which  man  operates 
requires  in  its  original  state  very  diflerent  degrees  of  adaptation 
to  extract  from  it  the  same  quantum  of  utility  for  human  needs. 
We  have  now  to  observe  that,  in  the  regions  of  the  earth  which 
have  beeu  for  some  time  in  the  possession  of  civilised  man,  each 
succeeding  generation  receives  its  portion  of  the  earth's  surface 
in  a  .somewliat  different  condition  from  the  preceding  gene- 
ration. For  the  mo.st  part  it  finds  its  inheritance  in  a  state 
more  favourable  to  labour;  the  benefits  of  its  predecessor's 
work  being  inextricably  mingled  with  the  ".spontaneous  bounties" 
of  nature.  These  benefits  may  have  been  to  some  extent 
intenlional,  as  when  men  plant  trees  that  their  children  may 
reap  the  fruits;  but  for  the  most  part  each  generation  carries 
on  primarily  for  its  own  ends  the  process  which,  from  a  human 
point  of  view,  we  may  call  the  'improvement'  of  the  external 
world;  only  a  considerable  part  of  this  improvement,  being 
permanent  in  its  nature,  profits  posterity  as  much  as  the 
improvers  themselves.  The  later-bom  generation  finds,  along 
with  fields  origitialty  fertile,  others  that  have  become  so 
through  labour  spent  in  clearing  and  draining,  embankments 
to  ward  off  flootls,  tanks  or  canals  for  irrigation,  &c.  It  finds 
that  the  beasts  of  prey  that  used  to  inhabit  its  land  are  either 
e.xtinct,  or  reduced  in  niimbera  and  scared  from  the  haunts  of 
men.  It  finds  nvera  made  navigable  end  freed  from  "snags 
"and  rafts,  rapid.?  and  shallow.^,"  Jiarboiirs  made  more  com- 
modious, roads  and  railroad  levels  constructed.  To  maintain 
some  of  these  improvements  will  require,  no  doubt,  some  labour 
of  its  own  ;  but  indefinitely  less  labour  than  was  required 
for  their  original  construction.  So  again,  it  finds  species  of 
plants  and  animals  which  have  not  only  beeu  tamed,  but  also 


'  "  Iq  the  oounlries  on  the  Danube,"  says  Professor  HearQ  [Plutoloffif, 
pp.  74,  f>),  "the  cultivation  of  the  ground  and  the  reaping  of  the  crop  &ra 
"  sprciul  over  seTcn  months ;  in  the  oonntrieB  on  the  north  of  the  Volga  Ibejr 
"  mast  b«  concluded  in  (our  months." 
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by  gradual  breeding  have  been  rendered  more  fit  than  tliey 
originally  were  for  the  satisfaction  of  human  wants.  This 
impnivement,  also,  is  not  strictly  speaking  permanent:  it 
might  conceivably  be  lost:  but  it  is  not  likely  to  be  lost 
without  a  social  catastrophe,  and,  generally  speaking,  it  does 
not  entail  any  additional  labour  ou  the  generation  that  succeeds 
to  it. 

On  the  other  hand,  we  have  to  notice  certain  respects  in 
which  the  earlier  generations  are  liable  to  render  the  land 
they  live  in  worse  adapted  for  the  requirenieuta  of  their 
successors.  They  tend  to  exhaust  tlie  useful  niinenils  that  arc 
most  conveniently  situated  for  extraction — and  also  certain 
useful  organic  products  accumulated  in  previous  ages,  such  as 
Peruvian  guano.  They  may  exhaust  the  fertility  of  certain 
soiJs  by  freii«ent  crop.s,  so  that,  these  soils  will  afterwards 
require  more  labour  to  render  them  as  fertile  as  they  were 
originally.  They  tend  to  diminish  the  number  of  useful  wild 
animals  and  drive  them  iiilo  places  where  they  are  more 
difficult  to  catch  ;  and  to  carry  the  clearing  of  forests  beyond 
the  point  at  which  the  tree  is  less  useful  than  the  ground  on 
which  it  stands.  But  these  and  other  similar  deteriorations, 
80  far  as  we  have  yet  had  experience  of  thent,  cannot  be  said 
to  weigh  heavily  in  the  balance  against  the  improvements 
before  mentioned. 

There  is  however  one  specially  important  way  in  which  a 
generation  may  find  itself  with  a  material  environment  less 
adapted  to  its  neL'ils,  through  the  action  of  its  ])rodecessor9. 
It  may  find  that,  through  the  increa.se  in  its  numbere,  the 
country  it  inhabits  has  become  too  small  for  the  most 
effective  application  of  the  aggregate  of  its  labour:  that  is, 
the  increase  in  the  advantages  of  Division  of  eniployments 
(to  be  presently  noticed)  may  be  more  than  neutralised  by 
the  diminution  in  the  proportional  amount  of  agricultural 
produce  that  can  be  annually  extracted  from  the  land,  in  re- 
turn for  the  extra  labour  applied  to  it'. 

^  To  what  extent  and  nuder  what  conditions  thia  tends  to  occnr  are 
riindanieutally  important  qiiGBtioua  which  we  shall  have  to  consider  carefully 
when  we  coam  to  discnsa  tlie  Law  of  Diminiabing  lietnnis  in  chap.  vi.  of  this 
Book. 
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Then,  further,  we  liave  to  observe  that  the  Rifts  of  nature 
are  ouly  useful  so  far  as  they  are  known ;  aud  that  our  know- 
ledge of  them  has  continually  increased.  As  civilisation 
progresses,  men  discover,  or  enter  into  effective  communication 
with,  regions  unknown  to  their  ancestors, — regions  containing 
new  useful  plants  and  animals  whose  products  they  may 
appropriate  by  exchange;  they  discover  new  possibilities  of 
acclimatizing  foreign  plants  and  animals  already  known;  they 
find  new  Uiiuerals  in  their  own  land.  New  combinations  of 
matter,  again,  are  accidentally  produced  in  the  development 
of  industries,  which  are  afterwards  ascertained  to  possess  un- 
expected utilities.  I'o  a  still  larger  extent  useful  properties 
previously  unknown  or  almost  unknown  are  discovered  in 
things  already  known,  or  new  modes  of  combining  properttea 
already  known  ."^o  as  to  increase  tlieir  utility.  In  ail  these 
ways  the  available  bounties  of  nature  come  to  be  continually 
increased,  by  tlie  progress  of  knciwledge,  for  each  successive 
generation.  Here  again  the  improvement  is  not  absolutely 
permanent;  it  may  be  lost  through  the  intellectual  inertness 
of  the  later-born  inhabitants  ;  indeed,  like  some  of  the  material 
improvements  before- mentioned,  it  reijuires  a  continual  ex- 
penditure of  labour  to  maintain  it.  But  this  expenditure  is 
tritliiig  in  comparison  with  the  utility  of  its  results ;  and  is 
not  likely  to  be  pretermitted  by  any  civilised  society  in  its 
normal  condition. 

§  4.  In  dealing  with  the  first  class  of  conditions  of  variable 
productiveness,  I  have  been  led  to  include  one  that  might 
equally  be  placed  in  tho  third  class.  For  the  increase  of  our 
knowledge  of  matter  and  its  properties,  taking  effect  in  what 
we  call  Inventions  of  new  industrial  ]tmcosses,  is  properly  re- 
garded as  one  of  the  most  important  causes  of  improvement 
in  the  efficiency  of  human  labour.  In  another  respect,  again, 
the  distinction  above  drawn  between  improvements  in  Man  and 
in  Nature,  though  on  the  whole  convenient,  is  somewhat  forced. 
"  For  Man  is  a  part  of  Nature ;  the  productive  qualities  of  man 
no  less  than  those  of  plants  and  auimal.s,  exhibit  liifFerences 
that  are,  relatively  speaking,  original — that  is,  of  which  the 
ortgia  is  lost  in  prehistoric  obscurity ;  and  at  the  same  time 
they  are  similarly  susceptible  of  improvomenta  that  may  bo 
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transmitted  through  physical  heredity.  This  is  tnie  not  only 
of  such  qualities  as  strength,  energy,  fineness  of  sense,  &c., 
hut  also  of  higher  intellectual  aptitudes. 

Again,  as  wc  have  already  seen,  both  the  quantity  and  the 
quality  of  labour  are  directly  affected  by  climatic  influences, 
which  render  the  labourer  himself  languid  and  inert,  or 
render  important  kinds  of  work  impossible  for  him  at  certain 
periods. 

Passing  from  these  conditions,  which  are  in  the  main  un- 
alterable, we  may  notice  variations  in  the  quantity  and  personal 
efficiency  of  labourers  which  depend  on  such  physical  and  social 
circumstances  of  the  labourers'  lives  as  admit  of  being  at  any 
time  modified  by  the  action  either  of  individuals  or  of  the 
society  to  which  they  belong.  In  the  first  place,  it  is  obvious 
that  the  proportion  of  effective  workers  to  the  rest  of  the 
community  will  be  less,  other  things  being  equal,  where  the 
population  is  increasing  rapidly,  owing  to  the  larger  number  of 
children  that  have  to  be  supported;  it  will  be  less,  again, — for 
any  given  rate  of  increase  of  adult  population — the  greater  the 
number  of  children  that  die  in  infancy,  owing  to  want  of  care 
or  want  of  proper  food,  clothing,  &c.  Again,  unsanitary  con- 
ditions of  life  tend  in  another  way  to  reduce  the  quantity  of 
labour  performed  by  a  given  population ;  by  diminishing, 
through  premature  death  or  early  and  prolonged  decrepitude, 
the  average  proportion  which  the  working  period  of  life  bears 
to  the  whole ;  and  again,  by  diminishing  the  nvunber  of  working 
days  in  the  year,  through  increased  frequency  of  incapacitating 
disease. 

Similarly,  bad  air  and  water,  unclcanliness,  over-indulgence 
in  alcohol,  and  other  unhealthy  habits  may  lower  the  physical 
tone  of  the  labourer  and  thus  impair  the  quality  of  his  work 
without  causing  positive  illness  ;  on  the  other  hand  the  strength 
and  energy  of  the  labourer  may  be  largely  increased  by  an 
ampler  supply  of  the  necessaries  of  life*. 

Even  more  important  than  the  differences  in  the  physical 
strength  and  vigour  of  labourers  are  the  variations  that  we  find 

'  Hence — as  we  aboil  afterwards  notice— diflerencea  in  cost  of  labour  to 
employers  mn  often  mooh  Blighter  than,  and  sometimM  even  in  opposite  diree- 
lioa  to,  diilaranoee  in  the  Uboorera'  remuneration. 

8.  P.  E.  7 
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in  their  skill  and  intelligence,  their  foresight,  quickness,  vigi- 
lance, and  resource  in  availing  themselves  of  advantages  that 
further  production  and  avoiding  or  removing  all  that  impairs  it. 
Superiorities  in  these  respects  are  partly,  aa  I  have  said, 
congenital  and  transmittetl  through  pliysical  heredity :  but 
to  a  great  extent  they  are  handed  down  from  generation  to 
generation  by  conscious  training  and  learning ;  primarily 
by  technical  training  and  learning  of  special  arts  and  processes, 
though  the  effect  of  general  education  in  developing  industrial 
intelligence  must  not  bo  overlooked.  We  must  also  bear 
in  mind  the  extent  to  which  industrial  efficiency  is  transmitted 
by  aMociatiou  and  unconscious  imitation.  "The  child,"  says 
Mr  F.  A.  Walker,  "becomes  a  better  workman  simply  by  reason 
"  of  being  accustomed,  through  the  years  of  his  own  inability  to 
"  labor,  to  see  tools  used  with  address,  and  through  watching 
"  the  alert  movement,  the  prompt  cooperation,  the  precise 
"manipulation,  of  bodies  of  workmen.  The  better  part  of 
"  industrial  as  of  every  other  kind  of  education  is  unconscioualy 
"obtained.  And  when  the  boy  is  himself  apprenticed  to  a 
"  trade,  or  sets  himself  at  work,  he  finds  all  about  him  a 
"  thorough  and  minute  organizatiou  of  labor  which  conduces 
"to  the  highest  production;  he  has  examples  on  every  side  to 
"imitate;  if  he  encounters  special  obstacles,  he  has  only  to 
"  stop,  or  hardly  even  to  stop,  to  see  some  older  hand  deal  with 
"the  same*."  This  unconscious  imitation  operates  powerfully 
in  keeping  up  the  habitual  energy  of  imlividuals  in  a 
society  when  a  high  average  standard  of  energetic  work  is 
maintained. 

§  5.  Still,  in  explaining  differences  in  the  degree  of  energy 
of  individual  labourers  or  groups  of  labourers,  as  well  as  differ- 
ences in  the  (extensive)  quantity  of  the  labour  performed  by  a 
given  population,  a  chief  place  must  be  given  to  differences  in 
the  strength  of  the  motives  for  work  presented  to  their  minds. 

Among  these  varying  motives  the  most  powerful  is  un- 
doubtedly that  "  desire  for  wealth "  which  economists  have 
often  treated  as  the  sole  possible  spring  of  industrial  activity. 
In  a  previous  chapter'  I  have  argued  that  the  very  fact  that 
this  desire  is  derived  from,  or  is  a  generalised  form  of,  an 

'  The  Waiju  QuettioH,  o.  3.  *  Introdaetion,  o.  iii. 


CHAi-.  IV.] 


m  PRO  DUCT  10  If. 


99 


indefinite  number  of  more  particular  impulses,  renders  it  prac- 
tically legitimate  to  assume  its  universal  presence;  since  there  is 
at  least  no  important  class  of  persons  who  do  not  desire,  either 
for  their  own  present  satisfaction,  or  as  provision  for  the 
future,  or  for  donation  or  bequest  to  others,  a  larger  supply 
of  sonie  kind  of  purchaseable  commodity.  None  the  less  is  it 
important  to  observe  the  different  degrees  of  intensity  in  which 
the  desire  of  wealth  actually  operates,  in  consequence  of 
variations  in  the  strength  of  the  more  particular  impulses  from 
which  it  is  derived  or  generalised.  Of  these  the  most  universal 
and  imperious  are  the  primary  wants  of  food,  clothing,  shelter, 
and  other  necessaries.  These  primary  needs,  as  we  have  al- 
ready observed,  are  cousideiably  modified  by  differences  of 
.climate  and  of  the  physical  constitution  of  different  races ;  and 
also  somewhat  by  the  traditional  habits  of  different  communi- 
ties and  classes.  But  even  assuming  them  to  be  approximately 
uniform,  the  amount  of  labour  required  for  their  satisfaction 
must  obviously  be  affected  by  changes  in  the  productiveness 
of  labour ;  and  the  stimulus  to  labour  supplied  by  them  will 
vary  accordingly.  Hence  improvements  in  production,  of  which 
the  benefit  accrues  to  the  labourers,  have  some  tendency  to 
cause  a  diminution  in  the  quantity  of  labour  instead  of  an 
Liocrease  in  the  quantity  of  produce  :  since  if  a  man's  earnings 
are  already  sufficient  to  satisfy  all  his  keenly  felt  needs,  the 
power  of  earning  more  by  the  same  amount  of  labour  must 
partly  operate  as  an  inducement  to  work  less. 

It  is,  no  doubt,  a  general  law  of  human  nature,  that  when 
these  primary  needs  are  satisfied,  other  desires  requiring  more 
or  less  wealth  for  their  gratification  tend  to  be  developed,  and 
to  fill  up  the  vacuum  of  impulse  thus  created.  But  the  strength 
of  these  secondary  impulses,  as  compared  with  the  aversion 
to  additional  labour  which  acts  as  a  counterforce,  is  a  far  more 
I  variable  element  than  the  urgency  of  the  primary  needs.  The 
sensibility  to  "  comforts  ",  or  the  means  of  warding  off  slighter 
physical  annoyances ;  the  taste  for  sensuous  "  luxuries  ",  that  is, 
for  the  means  of  increasing  the  positive  pleasures  that  normally 
attend  the  satisfaction  of  physical  wants,  by  variety  and  elabo- 
rateness in  food,  drink,  furniture,  &c.;  the  taste  for  ornament, 
elevated  gradually  into  artistic  sensibility ;  the  demand  for  the 
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emotional  and  intellectual  gratiiicationa  furnished  by  literatxire, 
science,  &c.; — all  these  spriugs  of  action  are  operative  in 
very  various  degrees  in  diflferent  communities  and  classes 
at  different  periods  of  their  history.  The  progress  of  civili- 
sation tends  generally  to  increase  their  force — in  fact  such 
increase  is  implied  in  our  common  notion  of  the  complex 
change  that  we  call  '  progress  of  civilisation' — but  the  tendency 
is  not  uniform  in  kind  or  degree.  Foreign  Trade  has  historically 
been  a  most  powerful  and  important  agent  in  the  diffusion  of 
these  secondary  desires: — it  is,  indeed,  noteworthy  that  the 
advantage  of  foreign  trade  which  was  most  prominent  in  the 
view  of  pre-Smithian  economists  of  the  last  century,  was  not 
that  it  tends  to  supply  more  amply  and  economically  needs  and 
desires  already  existing ;  but  rather  that  it  "  rouses  men  from 
"  their  indolence,  and  presenting  the  gayer  and  more  opulent 
"  part  of  the  nation  with  objects  of  luxury  which  they  never 
"heard  of  before,  raises  in  thera  a  desire  of  a  more  splendid 
'way  of  life  than  their  ancestors  enjoyed'."  The  influence 
of  these  desires  as  developed  in  individuals  is  further  modified 
by  the  varying  extent  and  manner  in  which  custom  and 
social  sentiment  intervene ;  either  as  prescribing  certain  com- 
forts or  luxuries  as  "decencies"  of  life  in  certain  classes,  or 
as  stimulating  efforts  to  rise  above  the  standard  socially 
prescribed  in  any  class,  in  order  to  gain  the  higher  social 
rank  or  reputation  attached  to  the  possession  or  exhibition  of 
wealth ;  or,  on  the  other  hand,  as  reprobating  luxury  generally 
or  particular  species  of  luxurious  expenditure.  We  have  further 
to  take  into  account  the  varying  operation  of  the  Affections, 
which  multiply  the  attractive  force  of  all  objects  of  desire  by 
extending  the  range  of  the  persons  for  whom  they  are  desired ; 
and  the  play  of  the  moral  sentiments  which  variously  combine 
with  natural  affections  in  prompting  to  such  extension — thus 
(e.g.)  the  provision  of  wealth  for  children  \a  an  end  sought 
with  very  different  degrees  of  eagerness  by  average  persons  at 
different  times  and  places.  Nor  must  we  neglect  the  influence 
of  the  political  organization  of  the  community,  in  rendering 
political  power  more  or  less  dependent  on  the  possession  of 
wealth.     Again,  it  is   to   be  observed   that  several  of  the 

1  Hume,  Eitay  on  Commerce. 
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desires  above  enumerated  require  leisure  as  well  as  wealth  for 
their  full  satisfaction  ;  also  that  very  varying  amounts  of  wealth 
are  required  for  any  given  gratification — as  in  the  case  of 
the  primary  needs.  Finally  the  resultant  force  of  this  complex 
play  of  motives  is  of  course  affected  by  any  variations  in  the 
average  dislike  of  labour;  in  considering  which  we  raay  es- 
pecially notice  the  powerful  effect  of  social  sentiments  and 
opinions ;  labour  generally,  or  certain  kinds  of  labour,  having 
frequently  been  regarded  as  more  or  less  degrading. 

But  the  stimulus  given  to  labour  by  the  desire  for  wealth 
does  not  vary  simply  according  to  the  strength  of  this  resultant 
impulse;  it  is  modified  at  least  equally  by  the  extent  to  which 
the  labourer  is  impressed  with  the  belief  (1)  that  additional 
wealth  may  be  obtained  and  kept  by  additional  labour,  and 
(2)  that  there  is  no  other  more  easy  and  agreeable  way  of 
obtaining  it.  Here  it  is  to  be  observed,  in  the  first  place, 
that  the  range  of  opportunities  of  obtaining  wealth  has  been 
largely  extended  and  restricted  by  the  varying  action  of  govern- 
ments. What  political  conditions  are  most  effective  in  securing 
the  proportionment  of  reward  to  labour  is  a  much  controverted 
question,  which  will  demand  our  consideration  later'.  But 
there  is  no  question  that  this  security  has  often  been  impaired 
by  the  fact  that  adequate  protection  of  earnings  from  spoliation 
has  not  been  provided — as  Mill  epigrammaticaUy  says — "by 
"the  government  and  against  the  government."  Lack  of 
protection  by  the  government  obviously  involves  the  double 
detriment  of  discouraging  honest  labour,  and  encouraging  the 
socially  unproductive  industry  of  plundering  others; — effects 
which  are  aggravated  when  the  plunderers  are  armed  with, 
or  sheltered  by,  the  authority  of  government  j  but  "  protection 
"against  the  government"  must  be  understood  to  include 
security  not  merely  against  the  arbitrary  seizure  of  property, 
but  also  against  such  oppressive  taxation  as  discourages  the 
accumulation  of  wealth. 

On  the  other  hand  there  b  equally  little  question  that  the 
well  intentioned  tutelage  of  government  has  often  gone  too  far ; 
that  (e.g.)  in  civilised  Europe  in  the  18th  century  the  oppor- 
tunities of  obtaining  wealth  were  seriously  diminished  by  the 
*  Bee  Book  ui.  c«.  iii.  and  Iv. 
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restraints  which  goveramenta  have  imposed  on  free  choice  of 
domicile  and  calling,  and  on  the  processes  of  industry  and 
trade ;  or  again  that  the  sustenance  gratuitously  provided  for 
non-workers,  by  the  English  Poor-law  from  1782  to  1823, 
dangerously  impaired  the  motives  to  industry.  This  latter 
effect  may  of  course  be  also  produced  by  indiscriminate  private 
almsgiving  without  the  intervention  of  government.  And 
similarly  even  when  the  government  leaves  individuals  perfect 
freedom  in  the  choice  of  calling  and  domicile,  the  want  of 
"  mobility "  in  the  labour  of  the  community  may  seriously  in- 
terfere with  its  productiveness ;  ignorance,  or  routine,  or  social 
sentiment,  or  strong  local  attachment  may  prevent  workers 
^  from  choosing  the  business  in  which  their  exertions  would  be 

V_        most  productive  and  best  remunerated. 

Supposing  the  species  of  industry  detennined,  the  strength 
of  the  labourer's  motive  to  exertion  and  care  depends,  of  course, 
partly  on  the  amount  of  his  earnings;  but  partly  also  on 
the  connexion  between  his  earnings  and  his  efforts ;  and  this, 
again,  varies  greatly  with  the  mode  in  which  industry  is 
organized.  The  connexion  is  most  simply  effective  when  a 
labourer  works  independently  and  owns  the  whole  produce 
of  his  labour.  So  far  as  this  simple  arrangement  is  pre- 
cluded by  its  incompatibility  with  the  full  advantages  of 
co-operation,  the  labourer's  interest  in  production  has  to  be 
secured  by  some  artificially  contrived  correspondence  between 
his  remuneration  and  his  work.  Different  arrangements  for 
attaining  this  result  will  be  presently  considered ;  here  we  need 
only  observe  that  the  deficiency  of  stimulus  in  the  case  of  a 
hireling  who  works  for  a  fixed  wage  may  be  partially  supplied 
by  careful  supervision,  if  his  wages  can  be  easily  raised  or 
lowered  at  his  employer's  will,  and  if  the  competition  for  work 
among  labourers  is  keen.  Hence,  distinguishing  the  work  of 
employed  labourers  generally  from  that  of  their  manager 
(whether  the  employer  or  his  agent),  we  may  draw  attention  to 
the  special  importance  of  adequate  motives  for  exertion  and 
care  in  the  case  of  the  latter :  not  merely  because  skilful 
management  implies  vigilant  oversight  and  prompt  command, 
but  also  because  men  catch  skill,  promptitude,  and  energy  by 
unconscious  imitation  from  their  chief,  and  further  feel  a  certain 
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stimulus  from  the  satisfaction  of  taking  part  in  effectively 
organized  performance.  For  though,  under  present  circum- 
stances, the  strongest  stimulus  to  the  energy  of  avers^e  men — 
whether  employed  or  employers — is  undoubtedly  supplied  by 
the  desire  of  gaining  wealth  for  themselves  or  their  families ; 
still  we  ought  to  recoguiae,  as  actual  forces,  both  the  desire  of 
turning  out  good  work,  and  the  esprit  de  carps,  which  the  mere 
fact  of  cooperating  habitually  for  a  given  end  tends  to  produce 
in  average  human  beings,  if  the  tendency  is  not  overpowered 
by  adverse  influences,  such  as  the  consciousness  of  conflicting 
interests. 

The  foregoing  analysis  has  led  us  more  than  once  to  con- 
sider differences  in  the  moral  qualities  of  labourers,  as  causes 
of  variations  in  production.  The  economic  importance  of  these 
may  be  briefly  summed  up  thus;  so  far  as  it  is  made  each 
labourer's  interest  to  work  his  utmost,  the  more  prudence  and 
self-control  he  has,  the  more  he  will  increase  the  wealth  of  the 
conmxunity :  while  again,  the  more  he  is  actuated  by  sense  of 
duty  and  wide  public  spirit,  the  more  productive  his  labour  will 
be  under  circumstances  in  which  the  coincidence  between  his 
own  interest  and  that  of  society  is  wanting  or  obscure.  The 
dishonest  workman  who  scamps  piece-work  and  is  slothful  if 
paid  by  the  day,  the  dishonest  manufacturer  who  employs 
labour  and  capital  in  pioduciug  the  illusory  semblance  of  utility, 
the  tradesman  who  spoils  his  wares  by  adulterating  them,  all 
diminish  produce.  But  besides  self-interest  on  the  one  hand, 
and  the  influence  exercised  by  common  morality  and  regard  for 
the  general  good  on  the  other,  we  have  to  take  special  note  of 
the  narrower  esprit  de  corps  fostered  by  combinations  of 
persons  with  similar  interests ;  especially  among  the  labourers 
in  particular  industries  by  such  organizations  as  Trades-unions. 
So  far  as  the  rules  of  such  associations,  and  the  general  opinion 
and  sentiment  which  they  produce  or  intensify,  are  directed 
towards  the  maintenance  of  a  high  standard  of  workmanship, 
their  effect  on  production  is  likely  to  be  beneficial  In  some 
cases,  however,  the  rules  and  practices  of  Trades-unions  have 
acted  in  an  opposite  direction,  by  resisting  measures  designed 
to  economize  labour ;  it  being  considered  to  be  the  interest  of 
labourers  in  any  particular  industry  that  the  field  of  employ- 
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ment  should  bo  aa  large  as  possible.  How  far  this  view  is  sound 
we  do  not  now  consider ;  here  we  have  merely  to  observe  that 
the  prevalence  of  this  belief  causes  this  narrower  esprit  de  corps 
to  diminiflh  the  productive  efficiency  of  the  aggregate  labour  of 
the  community '. 

§  6.  In  examining  variations  in  the  persona!  eflSciency  of 
individual  labourers,  we  have  been  led  to  treat  of  the  indirect 
effects  of  cooperation  and  association  of  workers,  in  developing 
skill  and  energy  and  espnt  de  coi^s.  Let  us  now  pass  to  con- 
sider the  more  obvious  and  important  gains  in  productiveness 
of  labour,  due  directly  to  the  same  association  and  cooperation. 

We  may  notice  first  the  more  elementary  advantages 
obtained  by  cooperation  in  its  eitnplest  form.  There  are 
many  things  which  one  man  alone  cannot  do,  but  which  are 
readily  accomplished  by  the  simultaneous  action  of  several 
men.  The  raising  of  a  given  weight,  for  example,  requires  a 
certain  force,  which  maybe  obtained  when  the  power  of  two  men 
is  simultaneously  applied,  where  it  could  not  be  obtained  by  any 
amount  of  successive  effort  on  the  part  of  either  working  singly. 
But  further,  it  is  soon  found  that  frequently  little  or  no  more 
labour  is  required  to  render  a  given  service  to  several  persona 
than  is  required  to  render  it  to  one.  "  The  fire  and  the  water 
"  and  the  care  requisite  to  prepare  the  food  of  one  person  will 
"equally  prepare  the  food  of  three  or  four.  Consequently 
"  when  two  men  have  to  do  two  different  things,  if  in  place 
"of  each  performing  his  two  several  acts,  they  can  with  the 
"  same  or  nearly  the  same  effort  perform  for  their  joint  benefit 
"  each  one  act  sufficient  for  the  two,  there  is  a  clear  saving  of 
"  half  their  labour'."  Thus  as  simple  cooperation  increases 
power,  Division  of  Employments,  or  as  it  has  been  called  by 
economiata  since  Adam  Smith,  "Division  of  Labour,"  economizes 
its  use;  and  in  this  way  division  of  employments  would  in 
many  cases  cause  a  most  important  gain,  independently  of 
any  consequent  increase  of  aptitude  in  the  labourers  whose 
functions  are  thus  specialized.  Postal  communication  affords  a 
striking  example  of  this.     There  is  not  much  room  for  increase 

''  Tbe  lou  to  prodnotion  caused  by  oonflicta  between  labourers  and  employon 
u  to  wages  vill  be  noticed  later  in  thie  ohapter. 
»  Cp.  Heam,  Plutology,  pp.  124,  208. 
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of  dexterity  in  the  simple  process  of  deliveriDg  a  letter;  the 
economic  advantage  of  making  letter-carrying  a  separate  em- 
ployment depends  almost  entirely  on  the  great  diminution  of 
labour  that  each  separate  delivery  requires,  vehen  one  man 
delivers  all  the  letters  in  the  same  street.  In  many  cases, 
again,  there  is  a  great  advantage  in  saving  the  time  lost  in 
passing  from  one  set  of  actions  to  another ;  especially  when  the 
subdivision  of  employments  is  carried — as  it  is  in  many  modem 
manufactures — so  far  that  each  worker  has  only  to  perform 
one  very  short  series  of  actions,  repeated  as  often  as  possible. 
Still  by  far  the  most  striking  advantage  of  the  division  of 
employments  is  the  increased  dexterity  of  the  workmen  ;  the 
vastly  greater  ease,  rapidity,  and  accuracy  which  constant 
repetition  gives  to  the  performance  of  any  act  or  set  of  acts. 
Probably  no  paragraph  in  Adam  Smith's  works  is  so  widely 
known  as  that  in  which  he  contrasts  the  number  of  pins  that  a 
man  could  make  by  himself  with  the  number  that  he  can  make 
when  in  combination  with  others  he  confines  himself  to  a  single 
part  of  the  process;  and  certainly  the  degree  of  additional 
eflSciency  that  a  worker  can  acquire,  in  work  of  a  tolerably 
simple  and  uniform  kind,  under  a  highly  developed  system  of 
divided  employment,  is  greater  than  anyone  without  specific 
experience  would  have  imagined.  There  is  a  further  economic 
advantage  in  the  fact  that  the  training  required  to  bring  each 
labourer  up  to  full  efficiency  tends  to  become  shorter  and  less 
expensive,  as  the  work  he  has  to  do  becomes  limited  and 
simplified'.  A  more  important  gain  than  this  last  consists  in 
the  economy  of  aptitudes  that  becomes  possible,  through  the 
continually  increasing  variety  of  employments;  there  is  thus 
greater  opportunity  of  setting  different  individuals  to  do  what 
they  can  do  best ;  especially  all  new  gifts  and  talents  become 
indefinitely  more  profitable  to  society  when  their  possessor  can 
be  set  free  from  all  work  except  that  for  which  he  is  specially 

>  To  some  extent  thia  advant&ge  U  pnichased  by  a  corresponding  risk  of  the 
labourer's  being  reduced  to  inefficiency,  in  case  of  his  employment  failing  ;  but 
it  may  be  observed  that  separation  of  employments  in  any  particular  industry 
does  not  always  involve  a  corresponding  specialisation  of  lalwur:  as  the 
particular  taaka  allotted  to  a  given  class  of  labourers  in  one  branch  of 
industry  may  have  counterparts  more  or  leas  doaely  correspondent  in  other 
branches. 
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gifted'.  We  may  notice  as  an  instance  of  tliis  that  the  chief 
part  of  the  knowledge,  foresight,  and  power  of  complicated 
calculation,  that  are  indispensable  to  the  successful  conduct  of 
many  industries,  need  only  be  possessed  by  the  comparatively 
small  number  of  persons  required  for  the  function  of  manage- 
ment Finally,  the  division  of  employments  enables  mankind 
to  utilise  to  the  utmost  not  only  the  special  qualities  of  human 
beings,  but  similarly  the  superior  natural  provision  of  the 
materials  or  instruments  of  production  in  different  countries 
and  districts.  Through  this  division  each  article  consumed 
by  any  one  may  be  produced  in  the  place  where  the  labour 
of  producing  it  is  most  effective,  due  allowance  being  made  for 
the  labour  and  time  lost  in  carrying  it  to  the  consumer ;  and 
also  for  certain  other  disadvantages  and  risks  which  I  shall 
^Bjpsently  notice. 
^^  The  division  of  employments  has  different  economic  effects 

according  as  the  co-operating  workers  are  organized  under  one 
management,  or  under  several  different  managements.  So  far 
as  the  simultaneous,  or  nearly  simultaneous,  combination  of  a 
number  of  different  acts  ia  required  for  the  accomplishment  of 
a  single  result,  it  is  necessary  that  the  labourers  should  be  in 
one  place,  and  generally  expedient  that  their  work  should  be 
under  the  direction  of  one  mind.  And  even  when  the  opera- 
tions to  be  performed  on  the  same  material,  before  it  becomes 
a  finished  product,  are  merely  successive,  there  is  still  a  con- 
siderable economic  advants^e  in  uniting  the  labourers  under 
one  management,  and,  so  far  aa  is  possible,  either  in  one 
building  or  buildings  nearly  adjacent  For  in  the  first  place 
the  most  difficult  and  valuable  kind  of  labour,  that  of  manage- 
ment, is  thus  both  economized  and  made  more  efficient  in 
important  respects,  e.g.  it  is  easier  to  adapt  the  product  to  the 
changing  needs  and  tastes  of  society  when  all  the  required 
changes  in  production  can  be  carried  out  under  one  direction ; 
again,  a  more  exact  adjustment  is  possible  of  the  supply  of 
each  kind  of  labour  required,  so  that  every  class  of  producers 
can   be   kept   in  full  work ;   and  further,  there  is  less  loss  of 

I  EcoDOBUBtB,  however,  have  rightly  drawn  attention  to  the  daaget  that 
thieaUiuB  tlie  mental  development  of  the  labooier  throogh  on  ezccsaive  Baznoneu 
in  his  work. 
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labour  and  time  in  carrying  the  product  in  diflPerent  stages 
from  one  set  of  producers  to  another,  and  taking  care  of  it  till 
it  is  wanted. 

For  similar  reasons,  an  economy  of  labour,  especially  the 
labour  of  management,  as  well  as  of  the  utility  of  buildings 
and  other  instruments,  tends  to  be  realised,  generally  speaking, 
by  any  considerable  (if  well  adjusted)  increase  in  the  scale 
on  which  a  business  is  organized.  A  large  business,  too,  can 
afford  various  kinds  of  expenditure  on  the  whole  profitable, 
-which  are  too  costly  or  too  uncertain  for  emaller  concerns: 
such  as  the  employment  of  elaborate  machinery,  or  highly 
skilled  and  specialised  labour,  outlay  for  experiments,  for  ob- 
taining information',  &&  The  extent  of  these  advantages, 
however,  varies  greatly  with  the  nature  of  the  industry;  and 
in  estimating  it  with  a  view  to  practical  conclusions,  we  have 
to  compare  it  with  the  drawbacks  that  attend  industry  on  a 
large  scale,  especially  if  the  terms  of  cooperation  are  adjusted 
in  tbo  manner  that  is  at  present  most  common, 

§  7.  We  have  already  noticed  that  the  conditions  on  which 
labourers  working  under  one  management  agree  to  cooperate 
may  difiFer  materially.  In  England  at  the  present  time  the 
greater  part  of  the  labour  purchased  by  employers  is  sold  for  a 
price  simply  proportioned  to  its  time ;  so  that  the  labourer  baa 
not  nearly  so  strong  a  motive  for  exerting  energy,  skill  and  care 
as  he  would  have  if  he  were  working  on  bis  own  account.  The 
consequent  diminution  in  the  productiveness  of  hia  labour  can 
be  but  partially  prevented  by  watchful  supervision ;  and  of 
course,  where  overseers  have  to  be  hired,  supervision  is  similarly 
liable  to  be  less  eflBcient.  When  payment  is  made  by  the 
"job "  or  "  piece  "  this  detriment  is  obviated,  so  far  as  mere 
quantity  of  work  is  concerned :  and  it  tends  to  be  at  least  much 
reduced  if,  besides  a  fixed  minimum  payment  for  time,  the 
worker  receives  an  addition  proportioned  to  his  efficiency  or 
economy,  as  tested  by  certain  definite  results; — as  when  a 
shopman  is  partly  remunerated  by  a  payment  proportioned  to 
the  amount  of  hia  sales,  or  as  when  a  railway  company  en- 

>  I  do  not  mention  the  advaQtage  that  a  large  baslness  has  in  gaining 
connexion  and  oastom;  aa  it  is  more  a  private  gain  in  Distribation  than  a 
aooial  gain  in  Production. 
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courages  thrift  in  fuel  and  greaae  by  adding  to  the  wages  of  its 
employees  a  certain  proportion  of  the  expenditure  saved  by 
them.  But  in  many  kinds  of  work  it  ia  difiScult  to  devise  a 
satisfactory  teat  for  ascertaining  the  amount  gained  by  the 
extra  energy  and  thrift  of  the  workers :  and,  in  particular, 
"  piece-wages ' "  are  often  found  impracticable  or  inconvenient 
from  the  difficulty  of  dividing  the  work  to  be  done  into 
sufficiently  independent  parts.  Moreover  this  mode  of  payment, 
though  an  ade<iuate  stimxilus  to  quantity  of  work,  is  liable  to 
render  its  quality  inferior  through  careless  haste — or  even 
deliberate  "scamping" — unless  the  worker's  task  can  be  quite 
definitely  marked  out  and  its  quality  easily  tested  and  esti- 
mated'. Hence  in  the  industries  whose  produce  tends  to  be 
largely,  yet  somewhat  indefinitely,  increased  or  preserved  by 
minute  and  vigilant  attention  to  details,  together  with  oc- 
casional intensity  of  effort  to  meet  emergencies,  the  keen 
interest  which  one  who  works  on  his  own  account  feels  in  the 
result  is  a  peculiarly  important  spring  of  effective  labour ;  and 
an  organization  of  industry  which  tends  to  multiply  this  force 
is  proportionally  advantageous.  In  such  Industrie.'!,  therefore,  it 
may  be  economically  best — even  at  a  partial  sacrifice  of  the 
advantages  of  division  of  labour — to  maintain  separate  busi- 
nesses on  a  scale  so  small  as  to  enable  the  employer's  supervision 
to  be  everywhere  effective,  or  even  to  render  oversight  almost 
unnecessary,  the  chief  labour  being  that  of  the  employer 
himself  and  his  family ;  especially  if  the  industry  be  one  in 
which  expensive  machinery  either  is  not  profitable  or  is  only 
pocasionally  needed  and  may  be  conveniently  hired.  This  latter 
Bms  to  be  at  present  the  case  in  certain  kinds  of  agriculture ; 
and  it  is  with  regard  to  these  that  the  advantage  of  Production 
on  a  pmall  scale  has  been  chiefly  urged'.     The  probability  of 

*  I  have  adopted  bom  Mr  Lalor,  the  translator  of  Boschcr^B  Political 
Economy,  this  tranalation  of  the  Cbnnan  "StUcMohn,"  as  a  oonTenient  abbreri- 
ation  of  "wages  paid  for  pieoe-work." 

*  It  is  also  to  b«  obserrod  tkut  the  method  of  piece- work  has  no  tendency  to 
prevent  unthrifty  use  of  the  employer's  inatTumenta  and  aoxiliary  materials, 
so  far  as  these  have  to  be  entrusted  to  the  iabonrtirB. 

>  Cr.  Mill,  Book  I.  0.  ix,  whore  the  kinds  of  culture  mentioned  include 
"not  only  the  vine  and  the  olive,  where  a  oonaiderable  amount  of  care  and 
"  labour  must  be  bestowed  on  each  individaal  plant,  but  also  roots,  legmninoua 
"plants,  and  those  which  famish  the  materials  of  manufacture.'' 
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superior  management  on  the  part  of  the  small  employer  is  of 
course  diminished  in  proportion  as  he  has  to  share  with  any  one 
else  the  increment  of  produce  obtainable  thereby.  This  diminu- 
tion ia  most  simply  and  completely  prevented  when  the  culti- 
vator is  also  the  oioner  of  the  land  he  cultivates ;  where  this  is 
not  the  case,  a  nearly  equivalent  result  might  be  attained  by 
suitable  contracts  between  the  owner  and  the  cultivator';  but 
such  contracts  have  frequently  been  wanting. 

Where  organisation  on  a  large  scale  is  clearly  most  economi- 
cal, it  would  seem  to  be  generally  the  interest  both  of  the 
employer  and  of  the  community  to  find  some  plan  of  remuner- 
ating labour  which  may  supply  stronger  motives  to  energy  and 
thrift  than  mere  time-wages  can  furnish.  This  may  be  done 
either  by  piece-work  given  out  to  individuals — which  is  ex- 
tensively used  in  many  industries' ;  or  by  contracting  for  piece- 
work in  larger  lots  with  groups  or  "  gangs "  of  labourers — a 
method  sometimes  available  where  ordinary  piece-work  is  im- 
practicable ;  or,  again,  by  some  plan  of  adding  to  time-wages  a 
premium  or  bonus  allotted  to  labourers  who  have  shown 
eflSciency  or  economy  above  a  certain  standard.  But,  as  was 
before  said,  none  of  these  methods  is  universally  applicable ;  nor 
can  they  be  relied  on  to  prevent  a  further  risk  of  detriment  to 
the  aggregate  production  of  the  community,  which  the  customary 
mode  of  dividing  the  earnings  of  industry  between  labourers  and 
employers  involves; — the  danger,  namely,  of  obstinate  disagree- 
ment as  to  the  price  to  be  given  for  the  labourers'  services, 
resulting  in  more  or  less  extensive  and  prolonged  stoppages  of 
work.     Such  stoppages  naturally  tend  to  be  more  frequent  and 

1  Borne  writers,  who  haro  followed  Mill  in  advocating  Peasant  Proprietor- 
ahip,  seem  to  regard  it  as  aomethlng  more  tiian  a  means  of  Becnriag:  to  the 
oaltivator  all  the  fruits  of  hia  labour ;  they  speak  as  if  the  mere  sense  of  owner- 
ship of  the  laud  on  which  a  man  labouia  Bupplied  a  peouliar  Btimulns  to 
energetic  labour.  Without  denying  the  existence  of  this  sentiment,  I  may 
point  out  that  it  can  hardly  be  included  in  the  "desire  of  wealth,"  which  Mill 
and  other  economists  treat  as  eummtng  up  all  the  springs  of  labour  attributed 
to  men  in  eoonomio  reasonings;  and  the  motive  is  of  too  refined  a  kind  to 
justify  na,  without  more  evidence  than  baa  yet  been  given,  in  aligning  to  it  an 
important  place  among  the  springs  of  action  of  average  men. 

*  Thus  "io  the  tailoring  trades,  in  shoemaking,  and  in  most  of  the  other 
"  industries  engaged  in  the  manufacture  of  articles  for  personal  we&r,  payment 
"by  the  pieoo  is  nearly  oniversal."    Howell,  Capital  and  Labour,  cb.  vi. 
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more  prolonged  in  the  present  stage  of  our  industrial  develop- 
ment, in  which  combinations  of  labourers  tend  to  be  vigorous 
and  active ;  and,  whether  immediately  due  to  '  strikes '  of 
labourers,  or  to  retaliatory  '  lock-outs  '  of  masters,  inevitably 
cause  much,  loss  of  wealth  to  the  community. 

With  a  view  of  avoiding  the  evils  of  these  obstinate  dis- 
agreements— and  also  of  securing  adequate  stimulus  to  exertion 
and  thrift — the  plan  of  giving  the  labourer  a  share  in  the 
profits  of  the  business  in  which  he  is  employed,  has  been,  in 
recent  times,  strongly  recommended  both  by  theorists  and  by 
practical  men;  and  many  experiments  have  been,  and  are 
being,  made  in  thi^  direction,  some  of  which  have  had  a 
striking  amount  of  success.  So  far,  however,  aa  this  method 
of  Participation  of  Profits  appeals  to  the  ordinary  economic 
motive  of  private  interest,  it  can  hardly  be  as  directly  effective 
the  method  of  piece-work,  or  even  as  adequate  and  properly 
graded  premiums  for  extra  exertion  and  thrift;  since  the  labourer 
who  is  paid  by  the  piece,  or  by  an  adequate  premium  or  bonus, 
depends  entirely  on  his  own  energy  and  care  for  the  addition  to 
his  wages,  whereas  when  the  workmen  share  profits  each  indivi- 
dual's gain  is  mainly  determined  by  the  efficiency  and  economy 
of  others.  And  this  objection  becomes  stronger,  the  more  the 
profit  of  the  business  depends  on  the  energy  and  skill  of  the 
management;  since,  so  far  as  this  is  the  case,  what  the  workmen 
who  participate  in  profits  divide  may  really  have  been  in  the 
main  produced  by  the  manager's  labour'.  On  the  other  hand,  in 
industries  in  which  overseeing  by  the  employer  or  his  agent  is 
difficult  and  liable  to  be  ineffective,  the  mutual  supervision  of 
the  workmen,  stimulated  by  the  interest  that  all  have  in  the 
results  of  each  other's  labour,  is  a  valuable  advantage:  especially 
if  piece-work  is  inapplicable.  And  further,  it  is  to  be  noted  that 
the  chief  advocates  of  Profit-sharing  do  not  merely  regard  it  as 
appealing  to  the  workman's  private  interest :  rather,  in  their  view, 
one  of  its  chief  advantages  lies  in  the  habit  of  working  for  the 
common  interest — with  a  sense  that  private  interest  is  therewith 
bound  up — which  the  system  tends  to  develope.    It  is  largely 

1  It  may  be  observed,  however,  that  In  snob  cases  there  is  a  strong  reason  for 
making  the  manager — and  any  leading  Buborditiatca  who  share  his  important 
work — participate  iu  profits. 
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through  this  moral  effect  that  it  is  held  to  be  preventive  of  obsti- 
nate disagreement  about  wages.  It  seems  probable,  however,  that 
the  realization  of  this  last  advantage  depends  largely  on  the 
employer's  possession  of  personal  qualities  that  win  the  confi- 
dence of  those  whom  he  employs :  for  a  new  danger  of  conflict 
is  introduced  by  the  necessity  of  agreeing  upon  a  scale  of 
participation.  Even  where  such  confidence  is  established,  the 
participation  of  all  employees  in  profits  must  tend  to  divulge 
the  financial  condition  of  a  business ;  and  this  loss  of  secrecy 
may  be  a  material  disadvantage  in  competition  with  other 
businesses,  either  by  inviting  rivalry  when  times  are  good 
or  by  impairing  the  employer's  credit  in  times  of  pressure. 
Hence  the  plan  seems  more  suitable  for  a<loption  in  the  case 
of  management  by  joint-stock  companies — where  the  advantages 
of  secrecy  have  already  been  given  up — than  by  private 
employers,  unless  as  philanthropists.  Again,  the  method  seems 
not  easily  applicable  to  work  of  which  the  profit  is  remote ; — e.g. 
to  large  building  works  that  may  last  some  years — ^since  the 
motive  supplied  by  the  prospect  of  a  share  is  in  such  cases  too 
weak  to  give  the  required  stimulus  to  the  minds  of  average 
workmen ;  nor  where  it  is  difficult  to  estimate  precisely ;  nor 
perhaps  where  it  is  very  fluctuating,  and  liable  to  alternate  with 
heavy  loss',  which  the  workmen  cannot  be  expected  to  share. 

Still,  with  all  deductions  and  limitations,  the  amount  of 
success  attained  by  the  system  of  profit-sharing  in  certain  cases 
remains  a  striking  and  noteworthy  fact,  and — though  it  is 
perhaps  doubtful  how  far  we  can  argue  from  success  in  a  few 
cases,  in  which  the  stimulus  of  unfamiliar  gain  is  likely  to  have 
been  exceptionally  effective, — there  is  certainly  ground  for  hope- 
ful further  experiments,  especially  in  businesses  whose  conditions 
are  peculiarly  adapted  for  it.  Such — as  we  have  seen — are  busi- 
nesses which  are  making  an  easily  estimated  and  comparatively 
steady  quantum  of  profit,  where  management  is  comparatively 
easy  and  straightforward,  w^hcre  much  may  be  gained  by  the 
industry  and  thrift  which  an  average  man  can  be  induced  to 
exercise  by  the  prospect  of  a  moderate  addition  to  his  income, 

>  This  diiBoBltf  may  perhaps  bo  aatisfaotorily  met  by  the  establiBhment  of 
ft  reMFTo  fiiud;  aad  by  making  workmen's  shares  tako  partly  the  form  of 
savinga,  of  which  Ibey  will  reap  Uie  benefit  la  times  of  advcraity. 
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and  where  tbe  mutual  watchfulness  of  workmen  is  likely  to  be 
decidedly  more  effective  than  supervision  from  above. 

So  far  I  have  been  chiefly  considering  the  principle  of 
profit-sharing  aa  applied  in  what  is  called  "  Industrial  Partner- 
ship" ;  that  is,  I  have  here  supposed  that  tbe  capital  employed 
in  the  business  is  mainly  or  entirely  owned  by  a  few  persons, 
who  retain  the  whole  management  of  the  concern  in  their  hands, 
and  are  in  fact  merely  capitalist  employers  who  have  agreed  to 
give  their  employees  a  share  of  their  profits.  Another  application 
of  the  same  principle,  differing  importantly  from  that  which  we 
have  been  discussing,  is  exhibited  by  what  is  often  called  in  a 
special  sense  Cooperative  Production';  in  which  the  capital 
employed  in  the  business  is  owned  (or  borrowed)  by  the  labourers 
employed  in  it,  who  accordingly  form  a  joint-stock  company  with 
a  Sfdaried  manager;  and  divide  among  themselves  whatever  profit 
they  make,  after  paying  wages  at  the  market-rate  and  what  is 
regarded  as  fair  interest  on  capital.  Here  the  stimulus  exercised 
on  the  cooperatora  by  the  prospect  of  profits  is  at  its  maximum; 
but  this  advantage  seems  inevitably  compensated,  by  a  corre- 
sponding diminution  in  the  manager's  motive  to  activity, — so  far 
as  he  is  actuated  by  self-interest, — in  comparison  with  the 
motives  that  act  on  an  ordinary  capitalist  employer.  There  are 
the  further  dangers,  (1)  that  a  body  of  shareholders  receiving 
little  more  than  the  ordinary  wages  of  manual  labourers  may  be 
inclined  to  the  mistaken  economy  of  paying  their  manager  in- 
adequately, and  so  buying  inferior  management  at  a  price  dear 
though  low  ;  and  (2)  that  labourers  having  the  ultimate  control 
of  the  business  in  which  they  labour  may  not  leave  their  manager 
sufficient  freedom  of  deciding  large  matters  that  cannot  wait, 
nor  render  him  sufficiently  prompt  obedience  in  the  ordinary 
course  of  the  work. 

It  is  to  be  observed  further  that  neither  of  these  forms  of 
Profit-sharing — not  even  the  last-mentioned — affords  complete 
security    against    conflicts    among    the    cooperating    workers. 

^  It  should  be  observed  that  the  term  is  Bometimea  used  to  include  bualnesses 
oarried  on  in  connexion  with  tbe  artisane'  Cooperative  Stores,  and  accordiuRly 
managed  by  assooiationB  of  consoinera  who  do  not  share  pruEila  with  their 
employees  as  snob.  This  gyBtem  may  be  economically  advantageous,  oa  an 
extension  of  the  Ijuginess  of  Cooperative  Stores:  but  its  principle  is  altogether 
diflurent  from  that  discussed  in  the  text. 
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through  this  moral  effect  that  it  is  held  to  be  preventive  of  obsti- 
nate disagreement  about  wages.  It  seems  probable,  however,  that 
the  realization  of  this  last  advantage  depends  largely  on  the 
employer's  possession  of  personal  qualities  that  win  the  confi- 
dence of  those  whom  he  employs :  for  a  new  danger  of  conflict 
is  introduced  by  the  necessity  of  agreeing  upon  a  scale  of 
participation.  Even  where  such  confidence  is  established,  the 
participation  of  all  employees  in  profits  must  tend  to  divulge 
the  financial  condition  of  a  business ;  and  this  loss  of  secrecy 
may  be  a  material  disadvantage  in  competition  with  other 
businesses,  either  by  inviting  rivalry  when  times  are  good 
or  by  impairing  the  employer's  credit  in  times  of  pressure. 
Hence  the  plan  seems  more  suitable  for  adoption  in  the  case 
of  management  by  joint-stock  companies — where  the  advantages 
of  secrecy  have  already  been  given  up — than  by  private 
employers,  unless  as  philanthropists.  Again,  the  method  seems 
not  easily  applicable  to  work  of  which  the  profit  is  remote ; — e.g. 
to  large  building  works  that  may  last  some  years — since  the 
motive  supplied  by  the  prospect  of  a  share  is  in  such  cases  too 
weak  to  give  the  required  stimulus  to  the  minds  of  average 
workmen;  nor  where  it  is  difficult  to  estimate  precisely;  nor 
perhaps  where  it  is  very  fluctuating,  and  liable  to  alternate  with 
heavy  loss',  which  the  workmen  cannot  be  expected  to  share. 

Still,  with  all  deductions  and  limitations,  the  amount  of 
success  attained  by  the  system  of  profit-sharing  in  certain  cases 
remains  a  striking  and  noteworthy  fact,  and — though  it  is 
perhaps  doubtful  how  far  we  can  argue  from  success  in  a  few 
cases,  in  which  the  stimulus  of  unfamiliar  gain  is  likely  to  have 
been  exceptionally  effective, — there  is  certainly  ground  for  hope- 
ful further  experiments,  especially  in  businesses  whose  conditions 
are  peculiarly  adapted  for  it.  Such — as  we  have  seen — are  busi- 
nesses which  are  making  an  easily  estimated  and  comparatively 
steady  quantum  of  profit,  where  management  is  comparatively 
easy  and  straightforward,  where  much  may  be  gained  by  the 
industry  and  thrift  which  an  average  man  can  be  induced  to 
exercise  by  the  prospect  of  a  moderate  addition  to  his  income, 

'  This  difficalty  may  perbape  be  satisfactorily  met  by  the  establishment  of 
K  leserve  fond;  and  by  maliing  workmen's  shares  take  partly  the  form  of 
■avinga,  of  which  they  will  reap  the  benefit  in  times  of  adyersity. 
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performed  on  the  same  material:  but  it  will  be  evident  at  a 
glance  that  it  has  a  far  wider  scope.  Indeed  we  may  say 
that  cooperation,  in  this  sense,  is  nothing  less  than  the  funda- 
mental principle  on  which  the  whole  industrial  organization  of 
society  is  based.  It  is  inaiiifest  that  the  aggregation  of  particular 
sets  of  workers  in  single  large  establishments,  of  which  we  have 
been  speaking,  is  only  rendered  possible  through  tho  tacit  and 
unconscious  consent  of  the  rest  of  society  to  employ  the  ser- 
vices of  these  woikers  by  purchasing  their  products.  With- 
out exchange,  division  of  employment  could  not  be  con- 
veniently carried  very  far,  so  long  as  the  present  s^'stcm  of 
private  ownership  was  maintained  unaltered:  through  exchange 
it  might  easily  embrace  the  whole  inhabited  globe  in  one  vast 
scheme  of  cooperation :  and  in  fact  its  development  only  tends 
to  stop  at  the  point  at  which  its  advantages  are  outweighed  by 
the  drawbacks  iucident  to  production  for  distant  consumers. 
The  most  obvious  of  these  drawbacks  lies  in  the  additional 
labour  and  time  spent  in  conveyance  and  communication  be- 
tween producer  and  consumer;  but  we  have  also  to  take  into 
account  the  increased  difficulty  of  adjusting  supply  to  demand, 
owing  to  the  difficulty  that  the  producer  has  in  obtaining  full 
iufonnation  as  to  tho  consumers'  needs;  which  entails  normally 
an  increased  expenditure  of  time  and  labour  in  keeping  finished 
products  in  warehouses  and  shops.  In  some  few  cases  an 
absolute  waste  of  such  products  has  resulted  from  a  gi-eat  over- 
supply  of  a  particular  ware;  the  demand  for  which  has  been 
miscalculated.  More  frequently  this  kind  of  miscalculation  has 
caused  wares  to  be  left  in  the  hands  of  producers  or  traders  for 
an  inordinate  length  of  time;  has  rendered  expensive  machinery 
and  acquired  skill  toniporarily  or  even  permanently  useless; 
and  has  inflicted  on  the  industries  thus  disorganized,  and  others 
to  whom  the  effect  spreads  from  them,  the  more  indefinite  evils 
of  general  depression  of  energy  and  enterprise.  These  draw- 
backs and  dangci-8,  however,  are  in  some  cases  at  least  not  found 
sufficient  to  neutralize  the  advantages  of  producing  even  at  the 
distance  of  a  great  semicircle  of  the  earth's  surface  from  the 
consumer. 

§  8.     The  wonderful  development  and  spontaneous  organi- 
zation of  industries,  which  wc  have  just  been  contemplating, 
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would  not  have  taken  place  without  a  corresponding  and 
Bimultancous  development  in  two  other  fundamentally  im- 
portant aids  to  the  efficiency  of  labour,  which  we  must  now 
expressly  notice.  We  may  take  first  the  one  of  which  we  have 
already  had  occasion  to  s|)eak ;  the  growth  of  man's  knowledge  of 
the  extenial  world,  and  also  of  his  ingenuity  in  applying  that 
knowledge,  which,  when  combined,  constitute  what  we  call  the 
"  Progress  of  Invention."  So  long  as  invention  wa?  comparatively 
undeveloped,  the  extent  of  profitable  cooperation,  within  the 
range  of  each  particular  industry,  was  closely  limited :  since  so  long 
as  the  processes  of  production  are  simple  and  rude,  the  economic 
advantages  of  breaking  them  up  into  parts  are  comparatively 
soon  exhausted:  it  is  not  till  Invention  hi\s  rendered  these 
processes  elaborate  and  complicated  that  the  brilliant  triumphs 
of  "Division  of  Labour"  can  be  won.  On  the  otlier  hand, 
as  cooperation  througli  exchange  is  developed,  and  the  general 
demand  for  the  product  of  any  particular  industry  extended, 
the  field  of  the  economic  application  of  inventions  is  correspond- 
ingly increased:  it  may  not  be  possible  to  use  costly  machinery, 
however  ingeniously  adapted  to  its  work,  unless  the  demand  for 
its  products  is  sufficient  to  keep  it  in  constant  employment. 
Division  of  Labour,  again,  supplies  more  favourable  conditions  for 
Invention,  since  when  the  labourer's  attention  is  concentrated 
on  a  few  acts,  he  is  more  likely  to  discover  improvements  in 
the  mode  of  performing  them';  while  at  the  same  time  his 
increased  skill  renders  him  more  qualified  to  profit  by  delicate 
and  elaborate  inventions. 

In  considering  Invention  as  a  source  of  increased  production, 
we  must  extend  the  meaning  of  the  term  to  include  all  ex- 
pedients for  saving  labour  or  augmenting  its  utility;  whether 
introduced  in  particular  departments  of  industries,  or  in  the 
great  social  organization  of  industries  through  exchange;  and 
whether  introduced  with  full  deliberation  by  single  individuals, 
or  through  the  half  spontaneous  and  unconscious  concurrence 


'  It  Hhould  be  obaerved  that  the  most  Btriking  and  (so  to  Bay)  rerolutioniiry 
unprovemeiitB  ia  iodastry  have  often  been  mode  by  |>ursonB  of  inventive  genius 
not  employed  in  the  indastry.  But  a  number  of  smaller  improvements,  indivi- 
dually less  noticeable  but  important  in  the  aggregate,  are  continually  suggeated 
by  workmen. 
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of  many.  In  tliis  sense  the  transition,  in  an  enrly  stage  of 
social  devclopmcntv  from  barter  to  money  may  be  spoken  of 
as  an  invention  of  the  greatest  importance;  and  similarly  any 
later  improvcmcnta  in  the  machinery  of  exchange,  sucli  as  the 
subatitution  of  a  good  paper  currency  for  gold  and  the  develop- 
ment of  a  good  system  of  banking,  or  even  the  adoption  of  the 
decimal  system  of  measurement,  So  again,  we  might  regard 
the  system  of  Profit-sharing — if  it  ever  should  realize  the  hopes 
of  its  most  sanguine  promoters — as  an  invention  of  first-class 
social  utility ;  and  we  may  even  now  so  regard  the  remarkable 
economy  of  labour  in  the  retail  trade  effected  by  the  artisans' 
Cooperative  Stores  in  Great  Britain ;  which,  chieHy  by  an  effective 
combination  of  the  advantages  of  ready  money  payments  with  the 
advantages — gradually  gained — of  organiaation  of  business  on  a 
large  scale,  have  within  25  years  accumulated  some  £10,000,000 
of  capital  owned  by  over  750,000  members.  It  should  be  observed, 
too,  that  many  of  the  most  useful  improvements  at  a  particular 
time  antl  i>lace  in  production  are  obtained  by  the  application 
of  inventions  already  known,  but  hitherto  neglected  from  ignor- 
ance, inertness  or  some  other  cause.  The  economic  history 
of  all  countries  affords  abundant  instances  of  this ;  in  recent 
times  the  introduction  or  development  of  systems  of  canals 
and  railways  in  different  countries  are  particularly  impressive 
examples. 

There  are  important  economic  differences  between  different 
kinds  of  Invention.  In  the  first  place  what  is  invented  may  be 
either  a  new  instrument  or  merely  a  new  process.  In  some 
cases  a  great  saving  of  labour  may  be  effected  by  a  new  apjjlica- 
tion  of  natural  forces  to  produce  a  desired  result,  without  the 
intervention  of  any  new  tools.  The  application  of  the  sun  and 
air  in  bleaching,  and  of  firo  in  clearing  land  for  cultivation, 
exemplify  this  first  kind  of  Invention.  But  it  mostly  happens 
that  the  new  process  discovered  requires  also  new  instruments 
or  auxiliary  materials  which  are  themselves  products  of  labour. 
In  this  latter  case  it  is  important  to  notice  that  the  use  of  a 
more  efiicient  instrument  would  not  always  involve  a  gain  in 
the  efficiency  of  labour  on  the  whole:  since  the  better  instru- 
ment may  require  more  labour  to  make  and  keep  in  repair,  and 
it  is  possible  that  this  extra  labour  might  be  more  productive 
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if  applied  in  some  other  way.    Thus  an  invention  technically 
successful  may  fell  economically. 

But  further,  even  when  Invention  has  shown  the  way  to  a 
manifest  saving  of  lahour  by  the  adoption  of  a  new  process, 
either  with  or  without  new  instruments,  it  may  still  be  impos- 
sible or  inexpedient  for  the  labourers  to  adopt  it  For  the 
new  process  may  involve  an  increased  delay  in  producing  the 
desired  result ;  and  the  labourers— or  those  who  purchase  their 
labour — may  be  unable  or  unwilling  to  afford  this  delay.  Or 
a^in,  the  new  instruments  may  require  other  instruments  or 
materials  to  make  them  at  all,  or  to  make  them  economically; 
and  they  may  not  be  able  to  procure  these.  In  either  case  we 
should  ordinarily  describe  the  obstacle  by  saying  that  the  Inven- 
tion was  not  carried  into  effect  for  want  of  Capital.  We  are 
thus  led  to  what  economists  have  commonly  held  to  be  the  most 
important  source  of  increase  in  the  eflSciency  of  labour;  viz.,  the 
accumulation  of  Capital.  Unfortunately,  this  cardinal  term  is 
used  variously  and  often  ambiguously  by  different  writers;  and, 
as  we  shall  see,  it  has  to  be  used  differently  for  the  purposes 
of  different  economic  enquiries.  Hence  it  seems  desirable, 
before  we  proceed  further,  to  obtain  a  clear  view  of  the  different 
conceptions  which  the  term  represents,  and  of  their  mutual 
relations. 
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§  1.  The  terms  Value  and  Wealth,  which  we  have  in 
previous  chapters  attempted  to  define,  are  in  the  fullest  sense 
common  terms :  that  is,  they  enter  habitually  into  the  ordinary 
thought  and  speech  of  all  civDised  men.  "Capital"  on  the 
other  hand  is,  when  the  scientific  economist  first  begins  to  deal 
with  it,  already  a  semi-technical  term ;  being  habitually  used 
not  by  men  generally  in  their  ordinary  thought,  but  by  men  of 
business  and  others  when  discussing  industrial  matters.  The 
meaning,  however,  that  it  has  thus  acquired  is  not  that  which 
is  most  convenient  for  the  purposes  of  the  present  investigation. 
For  the  man  of  business  means  by  "  Capital "  wealth  employed 
so  as  to  bring  its  possessor  a  surplus,  which  we  may  call  in  a  wide 
sense  "  profit' ".  But  it  is  obvious  that  wealth  may  yield  a 
surplus  to  the  individual  owning  it,  even  when,  from  the  point 
of  view  of  the  community,  it  is  wasted  without  return — ^as  (e.g.) 
the  money  that  a  usurer  lends  to  a  spendthrift.  Such  money 
is  properly  regarded  as  a  portion  of  the  aggregate  capital  of 
individual  members  of  the  community,  when — in  the  Theory  of 
Distribution — we  consider  the  return  to  capital  as  determined 
by  supply  and  demand* ;  but  it  is  clearly  not  a  part  of  the 
wealth  that  aids  in  increasing  the  annual  produce  of  labour;  it 
is  not  therefore  "capital"  in  the  sense  appropriate  to  the 
Theory  of  Production.  Capital  in  the  jjrorfwh'praa^sfinaa  must, 
I  conceive,  be  wealth  employed  to  bring  a  surplus  or  profit  not 

'  It  is  convenient  here  to  nee  the  term  "profit"  in  a  wide  sense,  so  as  to 
include  the  "interest"  of  money  lent,  as  one  species  of  profit.  See  next  chap, 
page  154. 

*  Cf.  ch.  Ti.  §  3  of  the  following  Book. 
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to  the  individual  owner  only,  but  to  the  industrial  community 
of  'wlTich  he  is  a  member :  and  this— which  wo  may  distinguish 
as  'social'  capital — is  what  Political  Economists  generally,  from 
Adam  Smith  downward,  have  been  chiefly  concerned  to  define 
and  discuss.  But  the  distinction  between  social  capital  and 
individuals'  capital  does  not  appear  to  me  to  have  been  worked 
out  with  sufficient  thoroughness,  or  applied  consistently  to  all 
the  questions  that  emerge  when  we  try  to  form  an  exact  notioa 
of  Capital. 

To  attain  this  result,  let  us  begin  by  asking  what  is  exactly 
meant  from  the  point  of  view  of  the  individual  capitalist, 
by  "wealth  employed  to  bring  a  profit."  It  does  not  mean 
that  the  wealth  is  necessarily  in  the  form  of  instruments  or 
materials  for  making  new  wealth,  or  in  the  form  of  food, 
clothing,  &c.,  fur  the  labourers  who  are  using  the  instruments; 
for,  SB  we  have  seen,  it  does  not  matter  to  the  individual 
whether  his  wealth  is  used  productively  or  unproductively,  so 
long  as  he  gets  his  profit.  It  merely  means  that  the  individual 
i.s  using  his  wealth — either  personally,  or  by  lending  it  to 
others — in  such  a  way  that  he  continually  finds  himself 
possessed  of  the  equivalent  of  what  was  originally  devoted  to 
such  use,  together  with  some  additional  wealth;  this  additional 
wealth  being  what  is  called  profit.  Or,  more  precisely,  we  should 
say  that  the  hope  of  finding  himself  possessed  of  this  profit  is 
his  motive  for  thus  using  ht.s  wealth;  since  we  slioiild  agree 
that  capital  does  not  lose  its  essential  characteristics  by 
becoming  actually  profitless.  We  have,  therefore,  first  to 
ascertain  what  portion  of  a  man's  wealth  is  being  employed 
with  the  aim  of  making  its  owner  continually  richer ;  and 
then  to  distinguish  the  capital  from  the  profit.  In  the  case 
of  wealth  that  has  been  lent  to  some  one  else,  there  is  of 
course  no  difficulty ;  as  the  sum  which  the  debtor  pays  for 
the  use  of  the  wealth  is  clearly  profit,  and  the  sum  which 
he  is  bound  to  replace  clearly  capital.  And  the  line  drawn 
in  this  case  can  be  ideally  extended  to  include  the  case  where 
the  wealth  has  been  sjjcnt  in  purchasing  a  perpetual  annuity; 
for  though  here  there  is  no  one  under  legal  obligation  to 
pay  at  any  fixed  time  an  equivalent  for  the  principal,  still 
actually  the  annuity  can  be  at  any  time  sold  at  its  market 
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value,  so  that  we  may  regard  this  possible  price  as  the  capital, 
la  this  case,  however,  the  price  at  any  time  may  be  less  or 
more  than  the  sum  originally  spent ;  and  therefore  in  calcu- 
lating profit  we  have  to  subtract  from  or  add  to  the  sums 
annually  received  a  sum  sufficient  to  compensate  for  the 
difference.  A  rather  more  difficult  question  arises  when  we 
consider  the  wealth  of  a  man  employed  in  business.  A  good 
deal  of  it  is,  of  course,  clearly  capital.  "  A  manufacturer,  for 
"example,  has  one  part  of  his  capital  in  the  form  of  buildings, 
"  fitted  and  destined  for  carrying  on  his  branch  of  manufacture. 
"Another  part  he  has  in  the  form  of  machiaery.  A  third 
"consists,  if  he  be  a  spinner,  of  raw  cotton,  flax  or  wool;  if  a 
"weaver,  of  flaxen,  woollen,  silk  or  cotton  thi-ead,  and  the  like; 
"according  to  the  nature  of  the  manufacture V  But  it  is  not 
quite  so  clear  how  we  are  to  regard  the  money  that  he  keeps 
uninvested,  or  the  finished  goods  that  he  has  in  his  warehouses; 
for  though  he  will  partly  employ  the  former,  and  the  proceeds 
of  the  latter,  in  paying  his  workpeople,  replenishing  his  stock  of 
materials,  repairing  or  replacing  his  buildings  or  machinery,  he 
may  also  employ  part  in  aupplyiug  luxuries  to  himself  and  hia 
family.  Mill's  view  is  that  this  question  must  be  answered  by 
considering  what  the  manufacturer  intends  to  do  with  his 
money,  aud  with  the  proceeds  of  his  goods  when  he  has  sold 
them.  "The  distinction  between  capital  and  not  capital  lies  in 
"the  mind  of  the  capitalist — in  his  will  to  employ  them  for  one 
"purpose  rather  than  another."  I  agree  that  we  should  take  the 
intention  of  the  owner  of  wealth,  rather  than  the  consequences 
of  his  acts,  to  determine  whether  that  wealth  is  or  is  not  capi- 
tal ;  but  it  is,  I  tliink,  more  according  to  analogy  to  regard  the 
wealth  as  becoming  capital,  not  when  the  owner's  intention  is 
formed,  but  when  it  is  executed ;  that  is,  not  when  the  wealth 
is  "  destined  "  for  profitable  employment,  but  when  it  is  actually 
«se<l  for  this  purpose.  Ou  this  principle  whatever  part  of  the 
money  that  the  capitalist  keeps  uninvested  is  held  to  be  required 
for  current  use  in  his  business,  should  be  regarded  as  capital.  It 
may  not  be  always  possible  to  determine  with  certainty  tiow 
much  this  is;  the  capitalist  may  not  know  exactly  what  money 
he  keeps  for  business  purposes  and  what  for  private  consump- 

'  J.  S.  Mill,  Political  Economtj,  I.  ch.  tv.  §  1. 


Chap.  V] 


CAPITAL. 


tion;  and  if  he  does  not  know,  it  is  not  easy  for  any  one  elso  to 
decide.  But  for  purposes  of  general  reasoning  we  may  ignore 
this  slight  margin  of  uncertainty  and  suppose  the  line  between 
the  two  portions  clearly  drawn — as  it  would  be  by  a  careful 
man  of  business — and  regard  the  money  that  is  kept  for  current 
use  in  business  as  a  part  of  the  owner's  capital.  His  stock  of 
finished  goods,  again,  so  long  as  it  remains  unsold,  is  capital ;  but 
capita],  if  I  may  so  say,  pregnant  with  profit;  tlie  greater 
part  of  its  value  is  of  course  merely  an  equivalent  for 
the  value  of  the  materials  spent  in  producing  the  goods,  the 
wear  and  tear  of  the  instruments  used,  the  wages  of  the 
labourers  employed,  and  other  incidental  expenses  of  pro- 
duction; but,  80  long  as  the  industry  is  prospering,  there  is 
always  a  surplus  which  should  be  viewed  as  potential  profit,  to 
become  actual  when  the  goods  are  sold. 

§  2.  It  follows  of  course  that,  from  the  individual's  point  of 
view,  we  must  reject  as  too  restricted  the  definition  of  capital 
adopted  by  Ricardo,  James  Mill,  and  others,  which  states  it  to 
consist  of  "the  food  and  other  articles  consumed  by  the 
"labourers,  the  raw  material  on  which  they  operate,  and  the 
"  instruments  of  all  sorts  wliich  are  cmplo^'ed  in  aiding  their 
"labours'";  thus  excluding  the  fini-slied  products  of  the  manu- 
facturers of  gold-lace,  cliaiupagne,  velvet,  &a  For,  obviously, 
such  finished  goods  are  a  form  in  which  some  part  of  the  wealth 
employed  for  a  profit  by  manufacturers,  and  an  important  part 
of  the  wealth  so  employed  by  traders,  must  always  exist. 

Further,  from  the  same  point  of  vievr  the  definition  of  capital 
would  seem  clearly  to  include  land  as  being,  to  a  great  extent, 
wealth  employed  so  as  to  obtain  profit  for  the  individual  owner 
or  tenant ;  hence  it  is  rather  surprising  that  English  economists 
generally  agree  in  making  an  unqualified  separation  between 
land  and  capital*.  Partly,  perhaps,  they  may  have  been  uncon- 
sciously influenced  by  the  older  "  mercantilist "  view  of  capital 
(still  lingering  in  common  thought  and  discourse),  which  con- 
ceived it  by  preference  as  money :  since  land  is  the  one  kind  of 


*  J«m08  Mill,  EUmtntt  of  Political  Economy,  ch.  i.;  cp.  Ricardo,  oh.  v. 

*  In  ch.  vii.  of  the  folluwuig  Book  I  shall  examine  the  Krounds  for  this 
diBtinctiQa  between  Capital  and  Land  in  the  Theory  of  Distribution.  Here 
I  will  only  point  oat  that  in  considering  the  various  indostrios  in  which  land  is 
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wealth  which — even  wlien  the  Mercantile  System  was  in  fullest 
sway — was  always  broadly  tlistiDguished  frum  Mouey.  The 
mode,  however,  in  which,  for  the  most  part,  they  have  formally 
tried  to  distinguish  capital  from  lantl,  is  by  introducing  a  new 
characteristic  into  the  definition  of  capital;  that  namely  of 
being  the  "saved  produce  of  past  labour."  But  the  distinction 
can  hardly  be  thus  justified  from  the  individual's  point  of  view, 
when  it  has  once  been  admitted  that  the  definitions  of  'in- 
'dividual's'  and  'social'  capital  do  not  coincide;  for  there  is 
much  other  capital  that  has  not  been  created  by  the  labour  or 
the  saving  of  its  possessor,  and  it  cannot  matter  to  him  whether 
or  not  others  have  laboured  or  saved  to  produce  it. 

Even  when  we  turn  to  regard  capital  from  the  point  of  view 
of  the  community,  if  we  define  it  merely  as  wealth  employed 
productively— i.e.  in  adding  utility  to  matter — we  must  of 
course  include  land  as  the  great  primary  instrument  and  source 
of  materials  for  human  industry.  But  this  definition  is  not  the 
one  most  suitable  for  the  jrurposes  of  the  present  discussion. 
If  we  are  to  consider  capital  as  an  aid  in  the  application  of 
man's  labour  to  his  material  environment;  we  clearly  cannot 
define  the  term  so  as  to  include  this  environment  itself,  in  its 
unlaboured  condition;  and  therefore  must  restrict  it  to  such 
utilities — whetlicr  attached  to  land  or  otherwise — as  result 
from  the  modification  of  the  environment  by  human  labour'. 
Among  these  utilities  we  must  certainly  include  in  capital 
from  the  social  no  less  than  from  the  individual's  point  of  view 
those  embodied  in  the  finished  products  of  which  I  before 
spoke.     For  we  have  seen  reason  to  extend  the  term  Production 

employed,  it  wonld  often  bo  equally  unusnal  and  inoonvcnient  not  to  be  able  to 
speak  of  the  producers  bs  having  a  certain  portion  of  tbeir  capitftl  in  the  form  of 
land.  Take,  for  Instance,  the  case  of  a  railway  company;  it  is  manifest  that 
an  important  part  of  the  real  wealth  repreBcnt«d  by  the  nominal  capital  of  tlie 
company  conRLsts  of  the  land  on  which  the  lines  run. 

^  Accordingly  the  continiml  adaptation  of  the  earth  to  human  uses,  which  in 
tlie  preceding  chapter  has  been  stated  as  one  of  the  conditions  of  increasing 
production,  is  to  be  regnrdecl  as  an  accumulation  of  capital. 

In  accepting  tlie  proposition  that  capital  is  the  result  of  labour,  I  must 
guard  myself  from  being  Buppo&cd  to  accept  implicitly  tbo  doctriuc  that  the 
value  of  capital  or  of  other  \realth  is  due  solely  to  labctur.  As  we  fchall  here- 
after Bee,  there  are  cases  when  the  labour  employed  is  insignificant  compared  to 
the  value  of  its  product. 
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to  the  whole  process  of  conveying  wealth  into  the  hands  of  the 
consumer;  antt  it  is  evident  that  if  champagne  and  velvet  are 
to  form  part  of  the  produce  that  is  annually  consumed,  the 
whole  aggregate  of  wealth  employed  in  the  process  of  '  pro- 
'ducing'  it  must  always  include  a  certain  amount  of  champagne 
and  velvet  ready  for  sale,  in  the  hands  of  wine-growers,  manu- 
facturers, merchants  and  retail  traders. 

§  3.  In  the  last  paragraph  I  applied  the  terra  'capital'  to 
the  utilities  resulting  from  labour  embodied  in  what  are 
commonly  calletl  "  products  "  rather  than  to  these  "  products " 
themselves.  And  this  seems  to  nie  the  most  proper  use  of 
the  term,  though  custom  and  convenience  render  it  undesirable 
to  adhere  to  it  strictly ;  since  if  we  define  capital  so  as  to  exchide 
land,  in  its  unlaboured  condition,  consistency  reipi ires  us  equally 
to  exclude  the  matter  of  all  movable  wealth — as  distinct  from  the 
new  relations  of  that  matter  due  to  human  volition.  We  must 
now  observe  that  the  results  of  past  labour — such  as  the  labour 
of  a  consulting  chemist  whose  advice  is  taken  on  the  processes  of 
a  manufacture, — may  be  as  permanently  productive  as  the  labour 
of  manual  workers;  though  we  could  hardly  say  that  the  results 
of  the  chemist's  work  were  "embodied"  in  the  plant  of  the 
manufacture'.  Still  less  should  we  say  this  of  the  labour  of 
the  lawyer  who  defends  a  railway  project  before  a  Parliamentary 
Committee,  or  of  the  '  promoters '  who  float  the  shares  of  a  new 
company ;  yet  if  the  employment  of  this  labour  is  either  abso- 
lutely indispensable,  or  is  the  most  economical  mode  of  starting 
the  new  business,  the  mere  immateriality  of  it-s  results  seems 
an  irrelevant  reason  for  establishing  a  distiuction  between 
it  and  the  labour  spent  in  the  physical  construction  of  the 
instruments  used  in  the  buaine.ss.  When  we  ask  what  the 
shareholders  have  got  for  the  money  paid  up,  the  complete 
answer  is  not  given  by  enumerating  the  buildings  and  in- 
struments ;  we  must  add  that — through  the  labours  of  lawyers, 
promoters  &c. — they  have  got  a  working  concern ;  and  if 
the  concern  is  a  profitable  one,  we  have  just  as  much  ground 

>  It  is  not  eftsy  to  draw  a  cle&r  line  between  the  results  of  labour  tliat  are, 
and  those  that  are  not,  "embodied"  iu  matter;  and  I  Imve  not  thought  it  worth 
while  to  complicate  the  discassion  bjr  trying  to  draw  it  exactly,  since  the  drift  of 
m.v  argnmeat  is  that  it  is  manifestly  unimportant. 


124 


CAPITAL. 


[Book  I. 


for  including  the  immaterial  part  of  its  construction  in  the 
capital  of  the  cominuaity,  as  we  have  in  the  case  of  the  material 
part. 

This  leads  me  to  consider  a  source  of  profit,  noticed  in  a 
preceding  chapter,  which  exhibits  the  immaterial  results  of 
labour  and  expenditure  as  still  more  clearly  separate  from  any 
material  capital  than  in  the  cases  just  discussed.  I  mean  the 
saleable  article,  called  "goodwill"  or  "business  connexion." 
Let  us  take  for  example,  the  business  of  publishiog  a  news- 
paper. The  sale  of  a  newspaper  when  it  first  starts  is  ordinarily 
so  limited  that  its  proceeds  do  not  repay  the  current  expenses 
of  pr(.)duction ;  so  that  the  business  has  to  be  carried  on  for 
some  time  at  a  loss.  Hence,  in  order  that  the  undertaking 
should  bo  on  the  whole  a  profitable  one,  it  is  necessary  that 
the  proceeds  of  the  sale  should  ultimately  be  sufficient  to  pay 
profit,  not  only  on  the  material  capital  actually  employed  in 
production,  but  upon  all  the  wealth  and  labour  that  lias  been 
spent  without  return  in  the  earlier  years  of  the  undertaking. 
The  business  may  be  regarded  Jis  having  capital  sunk  in  it, 
which  would  be  recovered  in  its  price,  if  it  came  to  be  sold ; 
though  it  is  actually  represented  merely  by  a  certain  habit 
of  purchasing  the  newspaper  that  exists  in  the  community 
at  large.  This  potential  price  is  properly  reckoned  as  part 
of  the  wealth  and  capital  of  the  individual  owning  the  busi- 
ness ;  and  so  far  as  the  establishment  of  such  habits  of  pur- 
chasing are  useful  to  the  community, — but  only  so  far — we  may 
also  regard  them  as  a  part  of  'social  capital.' 

A  striking  example  of  the  definite  value  of  this  source  of 
profit  is  furnished  by  the  business  of  banking.  A  banker's 
profit  is  largely  derived  from  the  tacit  consent  of  the  com- 
munity to  use  his  obligations  to  pay  money  on  demand  as 
a  medium  of  exchange,  equivalent  to  actual  coin.  In  ordinary 
times,  until  a  run  on  the  bank  occurs,  these  obligations  are 
transferred  from  one  customer  to  another,  without  payment 
being  exacted.  Hence,  though  in  estimating  the  banker's 
wealth  these  obligations  would  be  reckoned  on  the  negative 
side,  still,  so  long  as  he  is  not  required  to  meet  them,  he  is  able 
to  take  as  profit  the  whole  or  part'  of  the  interest  which  bo 
'  Part  oaly,  if  he  has  to  pay  intorost  on  the  money  that  he  owes. 
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receives  on  the  wealth,  elsewhere  invested,  by  which  he  would 
meet  his  obligations  if  required.  TIvus  he  may  be  only  just 
Bolvent,  and  yet  be,  so  long  as  his  credit  lasts,  a  wealthy  man. 
This  fact,  I  conceive,  is  wliat  is  meant  by  saying  that  the  credit 
of  such  a  bank  is  a  part  of  its  capital ;  and  tlie  expression  seems 
to  me  legitimate,  provided  we  are  careful  to  point  out  that  such 
capital  is  of  fragile  nature,  liable  to  sudden  destruction  in  case 
of  a  panic.  And,  as  we  saw,  there  are  strong  reasons  for  re- 
garding bankers'  credit  generally  as  an  addition  to  the  resources 
of  the  country ;  since  the  country  gains  by  means  of  it  a 
medium  of  exchange,  which  it  costs  very  little  to  produce  and 
maintain,  and  which  at  the  same  time  is  for  some  purposes  even 
more  useful  than  coin'. 

§  4.  Wo  thus  see  that  the  results  of  labour  may  persist 
in  various  forms — material  and  ioimaterial — which  we  may  call 
"investments"  of  capital:  and  in  following  the  normal  process 
of  any  manufacture,  we  can  observe  how  at  each  stage  of  the 
process  a  considerable  portion  of  the  capital  employed  changes 
its  form,  passing  from  raw  material  to  half-finished  products, 
then  becoming  goods  finished  and  ready  for  sale,  then  through 
sale  turning  into  money  and  so  into  raw  material  again.  The 
question  is  thus  suggested  whether  the  productive  skill  that  re- 
sults from  wealth  laid  out  iu  education,  and  is  an  indispensable 
factor  in  the  prmhiction  of  new  wealth,  is  to  be  classed  among 
the  forms  in  which  capital  may  exist.  I  have  already  poiuted  out 
that  such  skill,  not  being  transferable,  lacks  one  of  the  charac- 
teristics that  common  usage  regards  as  essential  to  wealth. 
Still,  it  is  evident  that  the  wealth  spent  in  producing  such  skill 
may  be  as  profitably  employed,  both  for  the  individual  and 
for  the  community,  as  if  it  were  invested  iu  inanimate  instru- 
ments; and  if  this  outlay  has  been  incurred  with  a  view  to 
gain,  I  think  we  should  regard  it  as  a  form  of  investment  of 
capital ;  though  it  will  be  well  to  denote  its  results  by  some 

I  It  may  be  urged  that  the  credit  that  is  the  immaterial  Bouro«  of  thia  aseful 
eonunodity  is  not  the  resalt  of  labonr :  but  a  man  cannot  get  his  obligations 
oarrenlljr  accepted  as  a  medium  of  exchange,  nalesa  he  goes  into  banking  as 
a  buBineaa ;  and  a  banking  buainesa  cannot  be  created  at  one  stroke,  or  unless 
the  place  and  time  for  starting  it  be  skilfully  selected,  nor  con  it  be  main- 
tained without  careful  maoitgcment — not  to  epeak  of  the  labour  of  subordi- 
nates. 
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such  term  as  'personal  capital,'  to  express  their  peculiar  cha- 
racteristic of  nou-transfcrability. 

Similarly  we  might  extend  the  term  Capital  to  include  all 
the  wealth  consumed  from  infancy  upwards,  by  productive 
workers,  so  far  as  it  has  been  serviceable  iu  develnpiug  or 
niaiutaiuing  productive  ((ualities- — physical  strength  as  well 
as  skill ;  and  we  might  regard  the  productive  vigour  that  results 
from  this  consumption  as  a  form  in  which  social  capital  is 
actually  existing.  And  if  we  define  capital,  from  a  social  point 
of  view,  merely  as  wealth  employed  so  aa  continually  to  re- 
produce itself  with  a  (social)  profit,  we  ought  in  consistency 
to  take  this  view.  I  think  however  that  for  the  purposes  of 
the  Theory  of  Production  we  usually  require  a  more  restricted 
conception  of  capital :  we  have  to  consider  it  as  a  joint 
factor  with  labour  in  social  productioQ,  by  the  aid  of  which 
the  labourers  of  the  community  are  enabled  to  produce  more 
than  they  would  otherwise  do ;  and  iu  order  to  keep  this  view  of 
it  clear,  we  have  to  maintain  the  distinction  between  capital  and 
labourers,  just  as  we  have  to  maintain  the  distinction  between 
capital  and  laud — or  man's  material  environment — in  its  un- 
laboured condition.  For  this  purpose  therefore,  we  must  regard 
as  social  Capital  not  all  the  results  of  labour  that  are  employed 
so  as  to  produce  a  social  profit;  but  only  such  results  as  would 
not  exist  in  their  present  form,  or  would  not  be  used  in  their 
present  manner,  except  as  a  means  to  this  end.  On  this  view 
it  is  only  so  far  as  the  labourer's  consumption  is  distinctly 
designed  to  increase  his  efficiency,  that  it  can  properly  be 
regarded  as  aa  investment  of  capital.  No  doubt,  if  an  in- 
dividual adopts  a  more  expensive  diet  in  order  that  he  may 
be  enabled  to  work  harder  without  injury  to  health,  the 
increase  in  his  expenditure  thus  caused  is  for  all  economic 
purposes  similar  to  outlay  on  fuel  or  other  auxiliary  materials 
in  a  manufacture.  Similarly  if  statesmen  or  philantliropists 
are  considering  the  desirabihty  of  measures  tending  to  increase 
the  labourers'  share  of  food,  clothing,  house-room,  &c.,  they  may 
fairly  recommend  this  outlay  as  having  the  essential  character- 
istics of  an  investment  of  capital  for  the  community,  so  far  as 
it  may  he  reasonably  expected  to  load  to  more  vigorous  and 
effective   labour.     But,  generally  speaking,  we  must,  I  think, 
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regard  the  consumption  of  produce,  for  the  preservation  or 
enjoyment  of  life,  as  the  final  end  of  the  series  of  changes  that 
make  up  the  process  of  production;  and  accordingly  must 
distinguish  it  broadly  from  consumption  that  would  not  be 
incurred,  except  as  a  means  to  further  pro<liiction  ;  treating  as  a 
gift  of  nature  any  undesigned  gain  in  productive  efficiency  that 
may  result  from  it\ 

It  is  not  of  couree  denied  tliat  the  pnxlucta  consumed  by 
the  labourers  will,  generally  spraking,  have  previously  formed 
part  of  the  capital  of  individual  capitalists.  But,  obviously, 
they  can  no  longer  form  part  of  the  employer's  capital  after  he 
has  exchanged  them  for  the  results  of  the  labourer's  work,  what- 
ever that  may  be;  for  these  results — in  the  form  of  extracted 
products,  half-finished  or  finished  goods,  &e. — have  become  the 
new  form  of  that  part  of  his  capital  which,  before  the  ex- 
change, was  in  the  form  of  money  or  commodities  destined  for 
wages*.  Even  if  the  labourers  are  fed  at  the  capitalist's  own 
table  the  case  is  not  substantially  altered  ;  only  the  moment  at 
which  the  food  ceases  to  be  employer's  capital  is  deferred  until 
the  time  at  which  it  is  actually  eaten. 

§  5.  Here  I  may  observe  that  there  is  something  misleading 
in  the  manner  in  which  econoniists  have  spoken  of  capital 
as  being  "accumulated,"  and  at  the  same  time  have  put  forward, 
as  the  prominent  and  typical  fonn  of  capital,  the  food,  clothing, 
and  other  commodities  which  the  labourer  consumes.  For 
though,  as  we  have  seen,  there  must  always  be  a  certain  stock 
of  such  commodities,  finisbud  but  undistributed,  which  forms  a 
part  of  the  capital  of  manufacturers  and  traders;  still  the 
accumulation  of  capital,  that  industrial  progress  brings  with  it, 
does  not,  to  any  important  extent,  consist  in  an  increase  of  thia 
stock.  Indeed,  one  of  the  economic  advantages  which  the 
improvement  of  the  machinery  for  conveyance  brings  with  it, 

>  It  most  be  admilted  that  social  onpital  aa  aboTO  defined  is  something 
tlut  we  cannot  measure  cxflcUy.  But  it  is  in  any  case  imposidble  to  estimala 
otherwise  than  very  roughlj  the  oiaount  ol  aid  that  the  conunanity  derives 
trom  the  results  of  previous  labour. 

'  Some  writers  seem  to  mc  to  fall  into  the  Beriooa  confusion  of  regarding 
both  the  real  wages  of  the  labourer  nnd  the  results  of  his  labour  for  which 
'  theee  wages  are  exchanged,  as  being  ai  the  $amf  time  parts  of  the  capital  of  bia 
employer. 
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lies  iu  tlie  diminution  of  the  amount  of  these  stocks  wliicli  it 
becomes  necessary  to  keep.  Wbat  is  really  accumulated  is 
mainly  tLe  results  of  labour  in  the  form  of  what  we  may  call 
generally  instruments  to  make  labour  more  eflBcieut — including 
under  the  notion  of  instruments  all  buildings  used  in  production, 
and  all  improvements  of  land. 

It  may  assist  to  make  this  clearer  if  we  conceive  the  com- 
munity to  be  organized  on  a  socialistic  basis,  its  industry  and 
the  actual  distribution  of  its  commodities  remaining  in  other 
respects  unaltered :  that  is,  if  we  suppose  the  instruments  and 
materials  of  production  to  be  owned  by  a  government,  which 
from  time  to  time  distributes  the  finished  goods  among  the 
citizens,  giving  to  the  rich  the  luxuries  that  they  now  enjoy,  on 
account  of  their  superior  deserts.  Such  a  community,  if 
governed  with  wisdom,  and  with  due  regard  for  the  interest  of 
posterity,  would  continue  the  accumulation  of  capital  that  is  at 
present  going  on ;  that  is,  it  would  allot  a  certain  portion  of  its 
produce  to  labourers  employed  in  improving  land,  constructing 
railways,  and  other  work  yielding  no  immediate  return  of 
consumers'  wealth.  But  it  would  be  obviously  forced  and 
inappropriate  to  say  that  the  produce  so  allotted  was  "saved" 
or  "accumulated"  and  to  call  it  therefore  capital.  What  would 
really  be  accumulated,  would  be  the  railways,  the  machines,  the 
additional  productiveness  of  the  land,  &c.;  or,  to  put  it  generally, 
the  intermediate  results  of  labour  employed  for  remote  ends,  so 
that  a  possible  increase  in  the  immediate  produce  of  consumable 
commodities  is  sacrificed  for  a  greater  increase  in  the  ultimate 
produce.  That  the  increa.se  must  ultimately  be  greater,  unless 
the  capital  is  wasted,  is  of  course  implied  in  the  conception  of 
capital  as  auxiliary  to  labour. 

No  doubt,  in  our  actual  individualistic  society,  this  accumu- 
lation of  instruments  is  brought  about  chiefly  by  the  action  of 
individual  capitalists ;  who  abstain  from  consuming  the  whole 
of  their  profits,  in  order  to  get  more  profit  hereafter  for  them- 
selves and  their  heirs.  Hence  it  is  a  legitimate  fiction  to 
regard  them  as  taking  a  part  of  their  share  in  the  food,  clothing, 
&c.,  that  constitute  the  real  wages  of  their  labourers ;  and  to 
consider  tliis  accordingly  as  the  primary  form  in  which  capital 
always   has  existed,  although   the  form  in  which  most  of  it 
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ultimately  exists  is,  as  we  have  seen,  that  of  instruincmts.  But 
we  must  take  care  not  to  imply  that  all  or  oveu  a  large  part  of 
capital  could  exist  simulLatieously  in  this  form  ;  or  that  it  would 
be  no  loss  to  the  commuuity  if  the  capital  iu  the  form  of 
instruineuts  were  Jestroyeil,  provided  it  were  supplied — say 
from  abroad — with  an  e<jual  amount  of  capital  in  the  form  of 
the  current  means  of  sustenance'. 

And  we  must  bear  in  mind  that  the  applicability  of  this 
conception  of  the  primary  form  of  capital  depends  not  on  the 
necessary  conditions  of  the  Production  of  wealth,  but  ujjou  the 
actual  conditions  of  its  Distribution.  The  essential  point  in  the 
formation  of  capital  is  the  employment  of  laboiir  for  remote 
ends,  not  the  saving  of  sustenance  iu  order  that  it  may  be 
employed  as  the  real  wages  of  hired  labourers ;  and  a  good  deul 
of  the  actual  capital  of  any  civilized  community,  white  it  is  the 
result  of  labour  diverted  from  the  supply  of  immediate  needs, 
has  not  been  produced  by  labour  hired  with  a  view  to  profit.  At 
the  same  time  it  should  be  clearly  recognized  that  in  the 
existing  economic  condition  of  society  the  employment  of  labour 
in  making  instruments  is  principally  due  to  the  voluntary 
action  of  persons  who,  having  the  alternatives  of  "saving"  and 
'  spending'"'  presented  to  them,  prefer  the  former;  and  a  funda- 
mentally important  part  of  the  process  initiated  by  their 
"saving"  consists  in  the  transfer  of  food,  clothing,  &c.,  from  the 
stocks  of  traders  to  labourers,  in  return  for  the  transfer  to  their 
employers  of  the  results  of  their  labour. 

§  6.  So  far,  in  speaking  of  Capital  1  have  only  had  in 
view  what  in  a  previous  chapter  I  have  called  '  producers' 
'wealth':  that  is  I  have  implicitly  foOowed  Adam  Smith*  in 
distinguishing  from  capital  that  portion  of  the  "  general  stock 
"  of  any  society  "  which  is  "reserved  for  immediate  consumption, 


>  No  doubt  the  ingtrtiments  could  all  be  made  over  again  in  time,  provided 
the  laboorors  could  be  8uppoct4xl  while  maklug  them  ;  but  obviously  their  la1>our 
would  be  of  greatly  inferior  effioioncy  duriug  the  period  that  would  elapse  nntil 
the  instruments  weru  mode:  honce  we  must  regard  the  form  "iostroments"— 
in  the  extended  tenao  before  mentioned — as  that  in  which  the  greatest  part  of 
capital  ma«t  necessarily  exist,  if  capital  18  duly  to  fulfil  the  function  of  increaiiing 
the  eilioiency  of  labour, 

*  That  in,  upending  in  luxuries  for  themBelves  or  their  families. 

*  Wealth  of  yatiuiu,  lik.  ii.  oh.  i. 
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"  but  not  yet  entirely  consumed  ",  on  the  ground  that  it  "  does 
"not  afford  a  revenue  or  profit."  The  distinction  is  obvious, 
and  should  be  continually  kept  in  view ;  but,  reflection  will.  1 
think,  show  that  it  is  less  fundamental  than  is  commonly 
supposed. 

This  will  be  most  easily  seen  if  we  begin  by  considering  the 
class  of  products  which  we  have  already  distinguished  as  "durable 
"consumers'  wealth" — houses,  furniture.  Such  things,  says 
Adam  Smith,  may  }'ield  a  revenue  to  their  owner,  if  they  are 
let  or  hired  out,  and  so  "  serve  the  function  of  a  capital  to  him  " 
but  they  cannot  yield  any  revenue  to  the  community  ;  they  are 
gradually  consumed  without  replacement,  whereas  the  capital 
employed  in  production,  if  prudently  iuvested,  is  continually 
replacing  itself  with  a  profit.  But  it  will  appear  I  think,  on 
closer  examination,  that  the  notion  of  '  wealth  replacing  itself 
'  with  a  profit '  h  ambiguous,  and  that  so  far  as  it  is  applicable 
to  (at  least')  a  large  part  of  the  capital  employed  in  industry,  it 
is  no  less  applicable  to  the  durable  consumers'  wealth  that  I  am 
now  considering.  For  at  least  a  largo  part  of  the  wealth  employed 
in  Production — viz.  all  instruments  and  auxiliary  materials  em- 
ployed in  the  production  of  luxuries,  and  even  products  con- 
sumed by  labourers  if  engaged  in  producing  luxuries — can 
only  be  said  to  "  replace  itself  with  a  profit "  in  the  sense  that 
the  consumable  utilities  which  it  is  the  means  of  producing 
have  a  higher  social  value  than  the  wealth  destroyed  in  pro- 
ducing them — so  that  a  portion  of  the  price  of  the  produce  is 
suflScient  to  compensate  for  the  consumption  of  materials  and 
the  deterioration  and  depreciation  of  instruments.  And  in  this 
sense  the  wealth  invested  in  a  house  may  with  equal  truth  be 
Baid  to  replace  itself  with  a  profit;  for  if  we  value  the  annual 
use  of  a  house  at  its  market-price,  we  shall  find — if  the  house 
has  been  economically  purcha.sed — that  after  subtracting  ordi- 
nary interest  on  its  original  price  a  suflScient  quantum  of  value 
will  remain  to  compensate  for  its  deterioration. 


'  The  statement  appliea  to  capital  generally,  aocording  to  the  view  that  I 
have  taken  of  it  in  the  preceding  Bection:  but  CTen  if  the  Deoessaries  oonsnmed 
b;  tabourerB,  aud  the  productive  qualiliua  of  the  lubourera  thereby  soBtaincd,  are 
included  an  part  of  the  capital  of  the  commanity,  the  statement  in  the  text 
lemaius  true. 
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In  short  the  essential  characteristic  of  the  aid  that  capital  in 
e  form  of  instruments  gives  to  labour  is  that  by  interposing 
an  interval  of  time  between  the  application  of  labour  (i.e.  of  the 
labour  spent  in  making  the  instrument)  and  the  enjo3mient  of 
its  result,  the  utility  produced  is  ultimately  greater  than  it 
would  have  been  if  the  labour  had  been  spent  in  some  manner 
yielding  more  rapid  returns ;  and  this  characteristic  is  no  less 
present  in  the  case  where  a  certain  kind  of  utility, — as  that  of 
shelter,  «&c., — can  only  be  obtained  by  making  a  durable  article 
that  will  be  useful  for  many  years'.  And  the  same  may  be 
said  of  all  durable  products  from  which  wo  expect  to  derive 
continued  or  repeated  utilities  in  the  future ;  the  thing  itself  in 
relation  to  its  future  utilities  has  the  essential  characteristics  of 
Capital.  The  difference  between  the  case  of  wealth  that  is 
employed  and  valued  as  a  means  of  obtaining  other  wealth,  and 
wealth  from  which  we  only  expect  future  utility,  and  wealth 
I  that  is  only  valued  in  view  of  produce  to  be  hereafter  enjoyed, 
is,  as  I  have  said,  of  great  importance:  we  may  perhaps 
represent  it  by  designating  the  former  as  "  producers'  capital  " 
and  the  latter  as  "consumers'  capital."  But  in  taking  this 
distinction  we  must  bear  in  mind  that  many  most  important 
instruments  that  are  "  producers'  capital  "  from  the  indivitlual's 
point  of  view  are  at  least  partly  *'  consumers'  capital "  from 
the  point  of  view  of  the  community; — ^such  as  railways  and 
steamships  so  far  as  they  carry  tourists,  and  merely  furnish 
the  immaterial  commodity  of  a  desired  change  of  place. 

But  further ;  even  the  consumers'  stocks  of  food,  fuel  and 
other  things  consumed  in  a  single  use,  have  in  a  certain  sense, 

*  So  far  08  the  olternativca  of  making  a  more  or  Icaa  durable  bouse  are 
presented,  the  quosUon  whether  it  will  be  economically  advautngeoos  to  spend 
the  extra  labour  required  for  the  more  durable  bnilding  ifl  clenrly  similar  to  the 
question  that  arises  (as  we  have  already  ob»orved)  in  conaidering  whether  an 
instrument  that  is  undeniably  useful  is  also  proQtable;  we  have  to  consider 
in  either  ease  whether  the  additional  utility  is  worth  purohaaiag  at  the  price  of 
the  additional  labour,  taking  into  account  the  time  that  must  elapse  between  the 
application  of  the  labour  and  the  oousumption  of  the  utility.  No  doubt  up 
to  a  certain  point  these  alternatives  are  not  presented;  there  is  an  irreducible 
minimum  of  dni-ability  which  a  hon.se  must  posaesa,  in  order  that  the  utilities 
derived  from  it  may  be  obtained  at  all :  but  a  similar  irreducible  minimum  ia 
found  in  the  case  of  producers'  wealth — we  cannot  have  com  at  all  without 
some  kind  of  plough. 

9—2 
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so  far  as  their  amount  is  economically  rogulated,  the  essential 
characteristics  of  capital.  Such  comuioditiea  do  not,  indeed, 
usually  increase  in  utility  by  being  kept,  but  are  rather  liable  to 
deterioration  :  still,  so  far  as  they  arc  prudently  kept  they  save 
the  labour  of  raultiplied  purchases  and  journeys  which  would 
otherwise  be  necessary.  The  keeping  of  such  stocks  therefore  is 
as  essentially  a  labour-saving  expedient  for  the  individual  as  tbe 
use  of  an  instrument  in  production.  The  stocks  in  the  hands  of 
manufacturers  and  traders  fulfil  a  similar  function  for  the  com- 
munity ;  the  social  advantage  of  having  more  or  less  of  such 
stocks  is  to  be  measured  by  the  extent  to  which  their  existence 
either  saves  the  labour  of  sale  and  conveyance,  or  increases  the 
utility  of  the  commodity  by  equalizing  its  consumption,  or 
renders  the  labour  of  manufacture  more  productive  by  enabling 
it  to  be  more  continuous  and  uuiform,  and  organised  on  a  larger 
scale,  than  would  otherwise  be  the  case*.  And  as  we  saw,  it  is 
only  so  far  as  they  arc  thus  useful  that  the  community  gains 
from  the  "  accumulation  "  of  such  products. 

It  would  seem  then  that  the  term  '  capital,'  in  its  scientific 
application,  is  most  appropriately  used,  to  express  an  aspect 
which  all  accumulated  wealth  presents — so  far  as  it  is  pro- 
duced and  used  with  due  regard  to  economy* — up  to  the  very 
moment  of  consumption:  as  being,  namely,  the  intermediate 
results  of  labour  employed  for  future  utilities,  which  in  some 
way  or  other  are  greater  in  proportion  to  the  labour  required 
for  enjoying  them,  through  the  prolongation  of  the  interval 
between  the  labour  and  the  enjoyment. 

§  7.  Hence,  when  it  is  said  that,  in  a  given  society  at  a  given 
time,  an  invention  tending  admittedly  to  render  labour  more 
productive  cannot  be  carried  into  effect  for  want  of  capital, 
the  essential  fact  implied,  from  a  social  point  of  view,  is  that 
the  community  cannot  or  will  not  spare  the  required    labour 

'  Here  too  then  is  an  irrednoible  minimam.  Cora  and  other  agricultural 
pTodcictK  must  be  kept  between  one  harveBt  and  another,  in  order  that  thoy  may 
be  continuoualy  coasamed :  and  in  othor  cases  we  siiuuld  oftea  have  to  go 
withoat  things  altogether,  if  there  were  no  etucks. 

'  It  flhouM  be  admitted  that  this  acpect  is  actually  presented,  for  the  most 
part,  in  a  less  depee  by  CoasnmerB'  capital  than  it  is  by  Producers' capital ; 
inaamuch  aa  the  forrocr  ia  commonly  managed  with  a  less  etriet  regard  to 
eoonomy.    This  difleniuce,  however,  is  by  no  meana  univerBally  to  he  found. 
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from  work  more  immediately — though  less  ultimately — pro- 
ductive. In  our  existing  societies,  however,  the  future  gain  of 
labour  thus  spared  for  the  making  of  new  capital  does  not 
usually  accrue  to  the  labourers  personally ;  but  to  others  who 
purchase  the  results  of  his  labour  with  money  which  might 
have  been  employed  in  piu-chasing  an  equivalent  amount  of 
directly  consumable  commodities;  and  are  therefore  said  to 
"save"  whatever  addition  is  thus  made  to  the  real  capital  of 
the  community. 

Though,  as  we  saw  in  the  preceding  chapter,  the  progress  of 
Invention — ^including  the  developments  of  the  great  system  of 
cooperation  through  exchange — does  not  necessarily  increase 
the  need  of  capital,  it  has,  on  the  whole  tended  continuously 
and  decidedly  in  this  direction  :  the  increase  in  the  amount  of 
consumable  commodities  obtainable  by  a  given  amount  of 
civilized  labour  has  been  attended  by  a  continual  increase  in 
the  amount  of  real  capital  required  to  furnish  these  com- 
modities to  the  consumer.  And  since,  further,  one  feature  of 
this  progress  has  consisted  in  the  organization  of  businesses — on 
the  whole,  though  with  important  exceptions — on  a  continually 
increasing  scale,  the  capital  has  been  required  in  continually 
larger  masses  under  single  management.  This  aggregation 
of  capital  has  been  partly  brought  about  by  the  successful 
industry  of  capitalist  employers,  who  have  extended  their  busi- 
nesses by  means  of  their  own  increasing  wealth  :  but  to  a  large 
extent  the  new  capital  has  resulted  from  the  savings  of  persons 
who  either  have  not  been  employers  of  capital  to  any  extent  or 
have  been  unable  to  employ  it  profitably  in  their  own  busi- 
nesses. In  this  case  the  capital  has  been  chiefly  collected 
either  (1)  by  borrowing — largely  through  the  medium  of  banks 
— or  (2)  by  the  union  of  several  small  portions  of  capital  in 
joint-ownership,  mainly  on  the  basis  of  limited  liability.  In 
both  these  ways  vast  masses  of  capital  have  been  placed  in  the 
hands  of  persons  better  able  than  their  owners  to  employ  them 
productively,  and  industrial  enterprise  has  been  greatly  pro- 
moted ;  but  with  the  serious  drawback  that  the  employers  of 
other  people's  capital  have  less  motive  for  using  it  skilfully 
and  carefully  than  they  would  have  if  they  owned  it.  This 
drawback   is    specially  important  in    the    case  of  joint-stock 
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companies;  as  persons  who  form  these  are,  for  the  most  part, 
industrial  experts  obtaining  capital  from  non-experts  ;  whereas 
producers  who  have  obtained  loans  or  discounts  from  banks — 
while  substantially  they  may  be  regarded  as  employing  capital 
belonging  to  the  depositors  and  note-holders  who  are  the 
creditors  of  the  banks — ^yet  do  this  through  the  intervention  of 
persons  professionally  concerned  to  refuse  reckless  or  untrust- 
worthy borrowers.  Accordingly,  the  loss  of  capital  through 
reckless  or  unskilful  management  on  the  part  of  joint-stock 
companies  tends  to  be  considerable ; — not  to  speak  of  the  oppor- 
tunities that  they  have  afforded  for  the  deliberately  fraudulent 
acquisition  of  wealth  under  the  pretext  of  productive  enter- 
prise. Still,  however  the  balance  of  disadvantages  and  advantages 
may  lie  as  regards  businesses  of  smaller  dimensions,  at  any  rate 
the  capital  required  for  the  great  enterprises  of  modem  industry 
— such  as  canals  and  railways,  water-works  and  gas-works,  and 
the  modern  developments  of  banking — could  hardly  have  been 
brought  together  except  by  some  form  of  joint-ownership,  and 
consequently  delegated  management ;  whether  the  joint-owner- 
ship be  that  of  a  voluntary  association  of  individusds,  or  of  the 
compulsory  association  which  we  call  the  state. 


CHAPTER  VI. 


THE  LAWS  OF  PRODUCTION. 


§  1.  In  Chapter  IV.  we  were  occupied  in  surveying  the 
causes  of  variation  in  the  productiveness  of  labour  in  different 
agej9  and  countries.  We  first  distingiii.shed  and  briefly  analysed 
the  conditions  of  man's  material  environment  that  are  favourable 
or  adverse  to  production;  and  noted  the  differences — whether 
original  or  superinduced  by  human  labour — in  the  adaptation  to 
human  uses  of  the  portions  of  laud  inhabited  by  different  com- 
munities, and  their  bordering  or  intersecting  rivers  and  seas.  We 
then  passed  to  consider  the  causes  of  variation  in  the  quantity 
and  quality  of  labour  performed,  in  proportion  to  the  number  of 
the  population  supported  by  it.  W^e  observed  the  important 
modifications  in  both  quantity  and  quality  due  (1)  to  the  vary- 
ing physical  conditions  of  the  labourer's  existence,  and  (2)  to 
the  varying  strength  of  his  motives  for  work.  We  analysed  the 
complexity  of  the  elementary  impulses  that  constitute  the 
*  desire  of  wealth  '  for  self  and  family  which  is  undoubtedly  the 
mainspring  of  industry  in  our  actual  societies;  and  noted  the 
manifold  and  complicated  ways  in  which  the  strength  of  tliis 
resultant  impulse  tends  to  be  modified  by  the  degree  of  civilisa- 
tion, the  political  structure,  the  mora!  state,  the  customs  and 
prevalent  opinions  of  any  commimity  considered  as  a  whole,  or 
again  by  the  moral  and  social  influences  predominant  in  special 
classes;  and  especially  by  the  varying  extent  and  manner  in 
which  the  industrial  organi-sation  maintains  the  correspondence 
of  reward  to  exertion.  We  then  examined  this  industrial 
organisation  in  another  aspect,  analysing  the  advantage  ob- 
tained by  the  combination  of  labour, — that  is,  mainly  by  the 
Division  of  Employments, — and  noting  the  attendant  drawbacks. 
We  further  observed  the  striking  variations  in  the  eflSciency  of 
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labour  that  are  due  to  intellectual  conditions;  partly  to  differ- 
ences ill  the  average  technical  skill  of  the  individuals  actually 
working;  still  more  to  tlifferences  in  the  development  of  the 
industrial  arts — through  Invention — in  the  community  as  a 
whole.  Finally  we  have  dwelt  on  the  importance  of  Capital ; 
considered  either  in  the  concrete  as  (mainly)  an  already  accumu- 
lated stock  of  instruments  auxiliary  to  labour,  or  more  ab- 
Btractly  as  the  power  of  directing  labour  to  the  attainment 
of  greater  but  remoter  utilities,  through  the  control  over  the 
produce  of  labour  possessed  by  the  owners  of  accumulated 
wealth. 

We  have  now  to  consider  how  far  we  can  establish  impor- 
tant general  propositions  as  to  the  extent  to  which  these 
different  ca-uses  operate.  It  is  to  such  propositions  that  I 
have  desired  to  restrict  the  term  "Ijaws  of  Production."  In 
a  wider  sense  the  mere  statement  of  a  cause  of  the  greater  or 
less  productiveness  of  labour  might  be  called  the  statement  of 
a  Law  of  Production;  but  the  description  would  sound  some- 
what ambitious,  and  economists  who  have  propounded  such 
'  laws '  have  certainly  been  understood  to  imply  by  the  terra 
some  definite  knowledge  as  to  tlie  quantity  of  effect  to  be 
attributed  to  one  or  more  of  the  different  causes  determining 
production.  It  should  be  observed,  however,  that  the  pro- 
po-'sitions  thus  denoted  belong  to  two  very  different  classes ; 
they  may  be  (1)  abstract  and  hypothetical,  or  (2)  concrete 
and  positive.  That  is,  they  may  either  state  (1)  the  amount 
of  effect  that  any  cause,  supposed  to  be  given  in  quantity  as 
well  as  quality,  would  produce  under  certain  supposed  con- 
ditions, or  tends  to  produce  under  actual  conditions  so  far  as 
it  is  not  counteracted  or  modified  by  the  operation  of  other 
causes;  or  they  may  state  (2)  to  what  extent  any  particular 
cause  hfis  been  found,  or  may  be  expected,  to  operate  either 
in  human  communities  generally  or  in  the  modern  civilised 
societies  with  which  we  are  primarily  concerned.  The  im- 
portance of  maintaining  the  essential  difference  between  these 
two  species  of  laws  will  appear  in  the  coxirse  of  this  chapter. 

§  2.  Before,  however,  we  proceed  to  examine  in  detail  the 
chief  laws  (of  either  kind)  that  have  been  propounded  by  econo- 
mists, it  is  nece.ssary  to  recall  those  limitations  to  the  possibility 
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of  exactly  meaauring  tlie  prodiictiveiieas  of  labour,  which  our 
previous  discussions  ou  the  measure  of  value  and  wealth  have 
led  us  to  notice.  We  saw  that  so  far  as  the  commodities  which 
are  consumed  in  different  communities — or  in  the  same  com- 
munity at  different  times — were  different  in  kind,  a  comparison 
between  the  diflFerent  amounts  of  produce  in  the  two  cases 
respectively  must  necessarily  reduce  itself  to  a  rough  balancing 
of  utilities;  and  that  even  if  the  conmiodities  were  similar  in 
kind,  but  were  produced  under  such  different  conditions  (of 
demand,  supply,  &c.)  in  the  two  terms  of  the  comparison  as  to 
vary  materially  in  relative  value,  this  variation  introduced  an 
irremediable  element  of  inexactness  into  any  quantitative 
comparison  of  the  two  aggregates  of  wealth  thus  variously 
composed. 

These  inexactnesses  are  not  generally  of  material  importance 
when  we  are  considering  changes  in  the  amount  produced  by 
any  community  at  short  intervals  of  time,  or  comparing  neigh- 
bouring countries  similar  in  industrial  and  climatic  conditions; 
but  they  may  easily  become  very  considerable  when  we  are 
trying  to  deal  with  secular  variations,  or  to  include  remote 
countries  in  some  wide  generalisation, 

We  saw  further  that,  even  if  our  result  were  free  from  tbia 
source  of  inexactness,  it  would  still  have  no  real  significance,  as 
an  answer  to  the  question  which  prompts  us  to  make  the  com- 
parison, if  there  were  any  marked  difference  in  the  primary 
needs  of  the  different  sets  of  human  beings  whose  wealth  we 
are  comparing.  And  when  we  consider  the  needs  of  labourers 
as  such  we  see  that  these  needs  vary  with  the  labour  required  of 
them  :  and  hence  that  we  may  measure  their  productive 
otBcieucy  either  by  the  total  value  of  the  commodities  produced 
or  by  the  excess  of  this  over  the  value  of  what  they  con- 
sume  80  far  as  this   consumption   contributes  to  eflSciency*. 


^  An  we  have  already  bad  occasion  to  observe,  no  sharp  line  can  be  drawn 
between  necessary  and  snperfloons  consumption.  There  is  n  brond  mar^fin 
of  exptfuditote  which  increases  the  productive  efficiency  of  the  persons 
who  benefit  by  it,  though  not  safiiciently  to  make  the  resulting  inorenieut  of 
produce  balance  the  expenditure. 

Tlie  exact  limits  uf  this  margiu  seem  to  me  very  difficult  to  ascertain. 
Who  shall  say  precisely  to  what  extent  the  stimulattnt;  food  and  drink,  com- 
modious dwelliugs,  ex|x>nsive   amusementii   uujoyed  by  the  best  paid  class  of 
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The  latter  mo<asurement  is  suggested  by  the  analogy  of 
the  instruments — especially  the  living  iastruments — employed 
by  the  labourers ;  since  in  measuring  the  productiveness  of 
useful  animals  we  should  always  consider  not  their  jross  produce 
but  their  net  produce,  after  subtracting  the  value  of  the  food, 
&C.,  consumed  by  them,  The  analogy  is  too  obvious  and  ir- 
resistible to  be  ignored ;  and  we  must  admit  this  measurement 
of  the  productive  efficiency  of  labourers  as  valid  for  some 
purposes;  for  instance,  auy  employer  who  undertook  to  feed  his 
labourers  would  rightly  use  this  measurement  in  reckonings  of 
his  private  business'.  But,  for  the  reason  given  inctdently  in 
the  preceding  chapter,  it  is  not,  I  conceive,  the  measurement 
normally  applicable  in  our  present  consideration  of  the  matter 
from  the  point  of  view  of  the  community  ;  so  far,  that  is,  as  the 
additional  consumption  which  causes  the  additional  efficiency 
IB  held  to  be  desirable,  in  itself  or  in  its  results  of  bodily  or 
mental  vigour,  as  an  amelioration  of  the  labourer's  life,  and 
therefore  an  element  of  the  ultimate  end  to  which  the  whole 
process  of  proiluction  is  a  means.  I  shall  therefore  in  the 
pre.sent  chapter  mean,  by  the  '  produce '  of  which  wc  are  to 
examine  the  laws,  the  gross  produce  of  consumable  commo- 
dities ;  including  along  wnth  this  whatever  new  capital  may  be 
brought  into  existence  within  tlie  period  under  consideration. 
This  latter  must  obviously  be  taken  into  account;  as  it  would 
be  absurd  to  regard  the  productiveness  of  labour,  at  any  given 
time  and  place,  as  affected  by  the  question  whether  the  utilities 
resulting  from  it  arc  immediate  or  remote*. 

Let  us  then,  taking  in  order  the  conditions  of  greater  or  less 
production  which  have  been  above  enumerated,  consider  how 
far  we  can  lay  down  laws  as  to  the  extent  to  which  these  con- 
ditions either  (1)  are  actually  found   or  may  be  expected  to 

ekilled  workers  (barristers,  physicians,  men  of  bnsiness,  &o.)  contribute  to  the 
more  effeotive  performanoe  of  thoir  fonctions? 

^  It  shoald  be  oboerred  that  in  the  calculations  of  private  employers  a  diSer- 
ent  measoretnent  again  has  oommonly  to  be  applied;  the  value  of  what  the 
labourer  produces  has  to  be  compared  not  vith  the  value  of  the  materials  of  his 
neeenai?  oonsumption,  but  with  the  wages  that  he  is  wUling  to  take. 

*  A  eertaln  amount  of  error,  as  was  before  noticed,  may  be  introduced  by 
inolading  new  '  producers'  wealth,'  reduced  to  a  common  measure  with  directly 
flODsmnabIa  commodities  by  the  standard  of  exchange  value;  but  this  element 
of  pOHifale  eiror  is  not  important  for  onr  present  purposes. 
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operate  in  increasing  or  diraiuishing  produce,  or  (2)  would 
operate  in  the  absence  of  counteracting  causes. 

The  first  class  of  conditious  examined  id  Chapter  IV.  have 
not — with  one  important  exception' — been  thought  to  afford 
material  for  the  statement  of  any  general  economic  laws.  In 
the  economic  history,  even  in  the  social  and  political  history  of 
the  human  race,  it  is  doubtless  indispensable  to  note  the  dif- 
ferent advantages  and  opportunities  for  production  (including 
trade)  presented  by  ditl'erent  countries.  Thus  the  historian 
will  point  out  how  the  special  fertility  of  plains  watered  by 
large  rivers,  and  the  facilities  of  conveyance  afforded  by  these 
rivers,  furnihhed  the  decisively  favourable  condition-s  for  the 
early  establishment  of  kirge  societies  in  China,  Bengal,  Mesopo- 
tamia, and  Egypt;  Low,  again,  to  the  opportunities  of  communi- 
cation provided  in  peculiar  abundance  by  an  inland  sea  studded 
with  islands  and  invaded  by  peuinsidaa,  may  be  attributed  that 
development  of  trade  in  the  .^Egean  and  the  Mediterranean 
generally  which  led  to  the  Graeco-Roman  civilisation  as  one  of 
its  consequences.  These  and  similar  apergus  are  of  great  intercBfc 
and  importance.  But  the  differences  in  the  advantages  and 
drawbacks  thus  presented  to  human  industry  by  man's  material 
environment  are  so  various  and  complicated,  and  change  so 
continually  as  the  power  of  mankind  to  utilise  advantages  or 
overcome  obstacles  grows  with  the  development  of  knowledge 
and  of  social  organization  \  that  wo  cannot  usefully  attempt  to 
frame  any  general  and  definite  quantitative  statements  as  to 
the  various  and  changeful  effect  of  these  conditions  on  pro- 
duction. 

Again,  the  gradual  changes  that  have  taken  place  in 
the  economic  relation  of  man  to  his  environment,  through  its 
adaptation  by  human  labour,  constitute,  for  the  most  part, 
merely  a  special  case  of  the  aid  given  to  labour  by  the 
accumulation  of  capital;  and  will  be  most  appropriately  examined 
later  from  this  point  of  view. 

I  pass  therefore  to  consider,  as  causes  of  variation  in  amount 
of  produce,  the  differences  that  are  found  in  the  quantity  and 

'  I  refer  to  the  effect  of  limited  ppaeo  of  land  in  dkuiniiiluuR  the  productiTe- 
neaa  of  the  labour  of  the  community  inhabiting  it — aa  expresaed  in  the  Law  of 
Diminuking  RetiiruB,  discussed  later  on  in  this  chapter. 
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quality  of  labour  applied,  in  proportion  to  the  number  of  the 
population  consuniiug  the  produce.  Let  us  take  first  the 
difiercuces  in  «piautity.  Here  I  do  not  find  that  any  economist 
Las  thought  it  possible  to  lay  down  concrete  laws  aa  to  the 
differt-nces  or  probable  changes  either  in  the  proportion  of 
workers  to  nou-workera  in  civilized  societies,  or  in  the  average 
time  for  which  they  work.  A  small  part  of  the  very  complex 
influences  that  we  noted  as  determining  these  quantities  does 
perhaps  admit  of  being  prugno.stirjvted ;  wc  may  predict,  for 
example,  that  civilised  society  will  become  more  definitely 
industrial  than  it  has  yet  become  in  European  countries,  and 
thus  the  slight  social  discredit  still  attaching  to  labour  will 
entirely  die  away;  but  the  rate  of  this  change  and  the  amount 
of  effect  it  is  likely  to  produce  appear  to  be  beyond  calculation. 

Again,  as  regards  the  abstract  laws  of  the  relation  of  "amount 
"of  produce"  to  "quantity  of  labour,"  we  have  to  observe  that 
the  obvious  arithmetical  law  "the  more  work  the  more  wealth" 
has  undoubtedly  to  be  qualified  by  the  empirical  generalization 
that,  after  a  certain  point,  any  increase  in  the  quantity  of  labour 
pcifornied  bj'uian  within  a  given  time  tends  to  be  accompanied 
by  some  deterioration  in  its  quality,  But  in  the  present  state 
of  our  knowledge  it  is  not  possible,  I  conceive,  to  establish  even 
an  approximate  numerical  law  connecting  the  deterioration  in 
quality  with  the  increase  in  quantity. 

§  3.  Here,  however,  it  should  be  observed  that  it  is  not  the 
proportion  of  labour  to  the  population  suj>ported  by  it  that 
recent  economists  have  usually  cousidored,  in  investigating  what 
they  call  the  "Law  of  the  increase  of  Labour  ;"  but  rather  the 
increase  in  the  total  number  of  human  beings  in  any  country. 
"The  increase  of  labour,"  says  Mill,  "is  the  increase  of  nian- 
"kind;  of  population."  Still  it  seems  clear  that  the  detemaina- 
tion  of  the  rate  of  increase  in  the  numbers  of  a  nation  does  not 
come  primd  fttcie  within  the  general  problem  of  Production  aa 
I,  after  Adam  Smith,  have  stated  it ;  for,  as  was  said,  we  do 
not  consider  that  a  nation  is  richer  or  "better  supplied  with 
"the  necessaries  and  convonienccH  of  life,"  because  having 
more  members  to  feed  and  clothe  it  prwluces  proportionately 
more  food  and  clothing.  It  is  therefore  not  primarily  because 
the  increase  of  a  nation's  numbers  involves  an  increase  in  the 
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quantity  of  its  labour,  that  we  are  here  called  upon  to  deal 
with  the  large  controversy  raised  by  Malthus*  famous  Essay 
on  Population ;  but  because  of  the  relation  which  the  Malthusiau 
doctrine  maintained  between  increase  of  numbers  in  a  given 
country  and  decrease  in  the  proportional  productiveness  of  the 
oorrespoudingly  increased  labour.  Or  to  use  the  phra-scs  that 
have  now  become  familiar,  the  'Law  of  Population'  chiefly 
interests  us  because  it  involves  the  '  Law  of  Diminishing 
'  Returns.' 

But  the  connexion  of  these  two  questions  is  so  intimate  that 
it  seems  desirable  here  to  sura  up  briefly  the  results  of  the  long 
discussion  started  by  Malthus'  essay;  especially  as  it  is  not, 
I  think,  difficult  at  the  present  stage  of  the  discussion  to  state 
these  results,  so  far  as  they  are  important  for  our  present 
purposes,  in  a  form  not  open  to  attack. 

It  is  now  generally  admitted  by  competent  judges  that  the 
human  race — normally  if  not  always  and  everywhere — has  been 
to  a  great  extent  kept  down  to  its  actual  uumbi-rs  by  the  diffi- 
culty of  supplying  the  pliysical  wants  of  the  pupulatiou  that, 
but  for  this  difficulty,  would  have  existed.  This  check  to 
population  has  operated  in  the  different  ways,  which  Malthus 
distinguished  as  "  preventive  "  and  "  positive  "  :  that  is,  either 
(1 )  by  the  fear  of  an  insufficient  supply  of  the  material  means  of 
existence,  causing  abstiuenco  from  marriage,  with  or  without 
vice,  or  artificial  limitation  of  families,  generally  more  or  less 
vicious*;  or  (2)  by  the  actual  effect  of  the  insufficient  supply  in 
causing  the  destruction  of  life ;  whether  (a)  through  simple 
starvation,  or  voluntary  exposure  of  children,  or  wars  due  to 
economic  causes  and  constituting  a  mode  of  the  struggle  for 
sustenance  among  difl'erent  parts  of  the  human  race;  or  (i) 
through  diseases  caused  or  aggravated  by  want  of  nourishment, 
or  neglect  of  children  or  unhealthy  manners  of  life  caused  by 
the  necessity  of  earning  a  livelihood, — which  are  the  positive 
checks  chiefly  operative  in  modern  civilised  societies', 

'  The  praclioti  of  abortion  may  be  olasacd  with  "preventive"  or  "positivo" 
obecks  according  to  the  view  taken  of  the  point  at  which  human  life  begins, 

*  MaltliuB  (Prino.  of  Pop,  I.  oh,  ii.)  includes  in  hia  account  of  both 
"preventive"  and  "po«itive"  checks  "vice  and  misery"  not  due  to  want  of 
food:  and  this  is  doabtleaa  legitimate  when  the  question  of  population  is 
considered  ia  reference  to  the  possibililiet  of  social  impruvemeut  imagined  by 
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Accordingly,  in  a  certain  very  important  sense,  it  may  be 
affirmed  that  "  population  has  a  constant  tendency  to  increase 
"  beyond  the  means  of  subsistence  "  ;  provided  that  we  under- 
stand by  the  word  "tendency"  that  the  proposition  relates  to 
what  would  happen,  if  the  checks  in  question  were  removed, 
not  to  what  may  be  expected  to  happen  in  the  actual  future  of 
our  own  or  any  other  community.  The  proposition,  though 
abstract  and  hypothetical,  is  not,  of  course,  demonstrable  a 
pnori;  it  rests  on  inductive  evidence:  but  such  evidence  has 
been  adequately  provided,  so  far  at  least  as  concerns  large 
portions  of  the  human  race ;  and  it  has  been  provided  with 
special  definiteuess  in  respect  of  the  English  race,  while  living  in 
countries  of  the  temperate  zone  under  existing  social  conditions. 

As  regards  this  portion  of  the  human  race — to  wliich  I 
shall  for  the  present  confine  my  attention — we  may  state  what 
is  substantially  the  Malthusian  doctrine  with  somewhat  more 
quantitative  precision.  Suppose  that  all  Englishmen  married 
at  the  time  of  life  at  which,  apart  from  prudential  restraint, 
they  were  inclined  to  do  so  and  observed  the  rules  of  chastity 
and  monogamy  to  the  extent  that  experience  would  justify  us 
in  expecting;  that  they  did  not  artificially  limit  the  number  of 
their  families;  could  obtain  without  seriously  unhealthy  toil 
the  amount  of  food,  clothing,  fuel  and  house-room  required  for 
health  ;  had  the  amount  of  protection  from  death  and  bodily 
injury  which  is  actually  afforded  by  the  Governments  of  civilised 
Europe  in  time  of  peace ;  and  took  such  measures  to  ward  off 
preventable  diseases,  from  themselves  and  their  children,  as 
ordinarily  careful  persons  would  take  in  the  present  state  of 
medical  knowledge.  We  may,  I  think,  safely  affirm  that — 
apart  from  exceptional  calamities — the  population  would  double 
itself  within  a  period  less  than  30  years'. 


optimistic  writers  snoh  aa  Godwin.  But  in  analysing  the  farces  which  keep 
population  to  its  actual  uuiubors  it  Beeius  laportaat  to  distiuguiali  the  \icc  and 
misery  which  are  nltimatoly  due  to  the  difliculty  of  satissfying  physical  wants, 
from  such  vice  aud  misery  at)  mete  economic  improvement  would  have  no 
tendency  to  remoTe. 

'  There  are  aeriouB  ditficultles  in  the  way  of  determiaiug  exactly  this 
hypothetical  period  of  duplication.  The  most  important  evidence  is  that 
Bupplied  by  the  growth  of  the  population  in  the  United  States, — where  the 
inoraose,  between  1790  and  1840,  was  from  3-9  to  17-1  millionB,  in  a  period 
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Secondly,  it  may  be  affirmed  that  if  the  process  of  doubling 
and  re-doubting  of  the  population  were  continued,  upon  any 
given  portion  of  the  earth's  surface,  the  means  of  subsistence 
obtainable  from  the  region  in  question  would  within  a  certain 
time  become  barely  sufficient  to  support  the  population ;  so 
that  the  supposed  increase  could  no  longer  continue, — the  time 
at  which  this  stoppage  would  be  reached  varying,  of  course 
with  the  density  of  the  population'. 

Thirdly,  we  may  affirm  that  our  past  experience  of  the 
growth  of  the  industrial  arts  affords  no  justification  for  the 
assumption  that  the  future  development  of  agriculture  will 
enable  us  to  increase  food  in  a  ratio  at  all  corresponding 
to  the  supposed  increase  of  population. 

It  is  in  examining  the  nature  of  the  ultimate  barrier  to 
increase  of  population,  aSirmed  in  the  second  of  tho  propositions 
above  given,  that  wo  come  upon  what  has  been  called  the  Law 
of  Diminishing  Returns.  Before  discussing  this,  it  should  be 
oWrved  that  the  greater  rapidity  in  the  increase  of  population 
which  we  have  supposed  would  involve  necessarily  a  smaller 
proportion  of  workers  to  non-workers.  Assuming,  however,  that 
the  arts  of  industry  were  sufficiently  developed  tu  enable  this 
smaller  proportion,  duly  aided  by  instruments,  to  provide  ade- 
quate nourishment,  clothing,  &c.,  for  the  whole  papulation,  and 
that  no  greater  proportion  of  the  produce  of  labour  took  the 
form  of  luxuries;  it  is  evident  that  if  the  productiveness  of 
labour  did  not  diminish,  the  increase  of  population  might  go 
on  until  it  was  checked  by  non-preventable  diseases  due  to 
over-crowding.  The  "Law  of  Diminishing  Returns",  then,  af- 
firms that  the  productiveness  of  labour  does  teml  to  diminish, 
as  tbe  proportion  of  labourers  to  land  increases,  after  a  certain 

in  which  the  imniigration  ^as  proportioDolly  smiSk.  But  even  in  this  oaae 
it  is  difficolt  to  estimate  exactly  the  eReci  of  emigration,  on  the  one  hftnd, 
and,  on  the  other  hand,  we  can  only  guess  roughly  the  extent  to  whioh 
"misery"  or  "vice"  or  prudence  actually  diminished  the  population  oven  of 
ihie  exceptionally  prosperouB  community.  Aooordingly  in  the  numerical 
estimate  given  in  the  text  I  have  allowed  a  large  margin  beyond  the  2fi  years 
wfaioh  BlalthoB  gave  aH  the  time  required  (or  population  to  double  itself,  when 
unchecked. 

^  For  Bimplicity's  sake  I  have  supposed  foreign  trade  to  be  excluded — a 
legitimate  guppoeition,  an  we  may  take  the  district  of  any  aiae  and  any  density 
of  population. 
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dogree  of  density  of  jiopulation — much  below  what  would  be  on 
other  grounds  insanitary — has  been  reached.  The  degree  of 
density,  it  should  be  observed,  varies  with  the  development  of 
the  industrial  arta,  and  the  accumulation  of  capital :  it  tenda  to 
be  continually  advanced  by  the  progress  of  Invention,  provided 
that,  through  the  accumulation  of  capita!,  the  improvement  of 
processes  which  Invention  renders  possible  is  actually  realized. 
The  necessity — to  which  Carey  drew  attention', — of  thus  limit- 
ing the  scope  of  the  law  of  diminishing  returns  to  comumnitiea 
of  a  certain  density,  is  now  generally  recogni.sed.  In  fact,  in  a 
thinly-peopled  country  wo  have  to  note  a  tendency  to  increasing 
returns ;  every  additional  labourer  tends  to  make  labour  on  the 
average  more  productive,  since  he  enables  the  whole  body  of 
labourers  to  realize  more  fully  the  advantages  of  cooperation. 
And  this  tendency  to  increasing  returns  continues  to  operate,  in 
all  branches  of  industry  except  agriculture  and  mining,  without 
any  known  Hrait  from  density  of  population,  except  sxich  as 
arises  from  sanitary  considerations.  The  closer  human  beings 
live  to  one  another,  the  greater  tends  to  be  the  quantum  of 
utility  derived  from  a  given  quantum  of  labour  in  conveyance 
and  communication ;  the  greater,  therefore,  tends  to  be  the 
development  of  cooperation  by  exchange ;  and  as  the  scale  on 
which  each  particular  branch  of  manufacture  may  be  profitably 
organized  becomes  thus  proportionally  larger,  the  production 
itself  tends  correspondingly  to  become  more  economical,  as  has 
been  already  explained". 

Hence  the  Law  of  Diminishing  Returns  may  be  understood 
both  in  a  narrower  and  in  a  wider  signification ;  and  there  is 
some  danger  of  confounding  the  two.  It  may  either  mean  (1) 
thai  the  productiveness  of  agricultural  and  extractive  labour 
tends,  cetei'is  paribus,  to  diminish  with  every  increase  of 
population,  even  though  capital  increases  proportionally ;  or  (2) 
that,  notwithstanding  increased  returns  from  the  labour  em- 
ployed in  manufactures  and  internal  trade,  the  productiveness 
of  labour  generally  tends  so  to  diminish  : — the  degree  of  density 
at  wbicli  the  former  tendency  would  begin  to  operate  being  of 
course    lower    than    that    which   would   introduce   the  latter. 

*  Pritie.  of  Social  SeietKe,  Vol.  i.  ch.  iv. 
«  Cf.  ante  ch.  iv.  §  6. 
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Still,  even  in  its  wider  Application  to  the  productiveness  of 
labour  generally',  tlie  tendency  to  diminishing  returns  may  be 
llegitimately  inferred  to  be  operative  in  England  at  present; 
from  the  decidedly  greater  productiveness  of  labour  and  capital 
when  applied  in  the  countries  to  which  Englishmen  have 
migrated  ;  as  manifested  in  the  larger  remuneration  of  similar 
labour,  and  the  higher  interest  on  capital,  in  these  countries  as 
compared  with  Great  Britain*.  We  may  therefore  assvmie  that 
the  growth  of  our  population  has  passed  the  point  at  which  the 
average  efficiency  of  labour  tends  to  bo  decreased ^by  any 
addition  to  its  quantity,  other  things  remaining  the  same, 
even  though  capital  1ms  been  accumulated  to  a  proportional 
extent*. 


*  Tlie  operation  of  tbe  '  Law  of  Diminishing  Ectams '  in  agricaltnre  will  be 
■pecialljr  examined  in  a  later  chapter  (Book  ii.  cb.  vii).    For  the  purposes  of 

'  the  present  argument,  it  may,  I  think,  be  assnmed. 

*  Tbe««  diflerencea  of  course  vary  from  place  to  place  and  are  continnally 
flnctnating;  bat  as  to  their  general  nature  there  is  not,  I  conceive,  any  dispute. 

.  I  find,  for  example,  that  the  result  of  a  comparative  investigation  of  weekly 
^ira(^  in  Massachusetts  and  Great  Britain,  as  stated  in  tbe  sixteenth  Annual 
Bcport  of  the  Massachasetts  Bureau  of  the  Statistics  of  Labour,  ia  "that  the 
"  general  average  weekly  wage  of  the  employes  in  24  industries  in  Massacbusetti 
"is  62  + per  cent,  higher  than  the  general  average  weekly  wage  of  the  employ6a 
"in  the  same  industries  in  Great  Britain  ":  while  the  allowance  to  be  made  on 
the  other  side  for  the  higher  prices  of  the  necessaries  of  life  in  Massachnsetts, 
did  not  amount  to  6  per  cent.  An  equally  definite  result  ia  more  difficult  to 
state  in  tbe  case  of  interest,  because  capital  is  so  easily  transferred  from 
England  to  the  United  States,  that  the  extra  interest  obtainable  from  American 
investments  must  be  taken  to  reprcFient  extra  risk  in  such  investments  for 
Englishmen,  as  estimated  by  English  investors  generally.  But  in  certain  in- 
vestments it  is  evident  that  this  extra  ru>k  arises  largely  from  the  additional 
difficulty  that  a  foreigner  has  in  ascertaining  and  guarding  agaiast  the  dangers 
that  may  from  time  to  time  threaten  tbem:  so  that  in  such  investments^-e.g. 
in  mortgage  on  real  estate — there  can  be  no  doubt  that  interest  in  the  United 
States  is  much  higher  to  rttidenci  than  interest  in  England  to  Englishmen; 
after  making  all  allowance  for  risk. 

There  is  to  bo  set  on  the  other  side  the  greater  proportion  of  produce 
allotted  as  rent  in  England:  but  from  this,  again,  we  most  subtract  what  ia 
really,  from  a  social  point  of  view,  interest  on  capital,  being  paid  for  the  OM 
of  the  results  of  past  labour :  and  what  remaius — though  it  cannot  bo  exactly 
Mtimated— can  only  be  a  very  small  percentage  of  the  aggregate  earnings  of 
Englishmen. 

'  It  is  not  of  course  meant  that  there  is  no  possible  application  of  labotit 
and  capital  in  England,  according  to  the  methods  of  industry  at  present 
understood,  which  would  be  more  productive  than  some  applications  at  present 

B.  P.  E.  10 


U6 


THE  LA  WS  OF  PRODUCTIOiV. 


[Book  I. 


But  then  as  other  things  do  not  remain  the  same,  as  on  the 
contrary  tJie  improvement  in  the  arts  of  industry — including 
improvement  iu  the  system  of  Cooperation  through  Exchange 
with  less  densely  peopled  countries, — is  continually  going  oit,  a 
tendency  of  growing  population  to  decrease  proportinuid  produce 
in  England  is  continually  coimteracted  by  the  tendency  of 
industrial  progress  to  increase  it ;  and  our  evidence  does  not 
enable  us  to  lay  down  any  concrete  law,  formulating  the  actual 
influence  which  the  two  forces  combined  may  be  expected  to 
exercise  in  determining  the  average  produce  per  head  for  a 
given  density  of  pnpidation.  If  indeed  we  excluded  Foreign 
Trade,  we  might  cmifidentiy  atiirm  that  no  degree  of  improve- 
ment in  industry  known  to  us  by  experience  could  counteract 
the  effect  in  decreasing  the  average  productiveness  of  labour 
which  the  actual  rate  of  increase  of  population  in  England 
would  cEiuse;  so  that  the  decrease  in  average  supply  must  soon 
check  the  rate  of  increase.  But  then  this  exclusion  of  Foreign 
Trade  makes  such  an  aftirmation  purely  abstract  and  hypotheti- 
cal. Supposing  Foreign  Trade  to  go  on,  we  have  to  decide 
•whether  the  region  whose  production  we  are  examining  is  to 
include  all  the  mutually  trading  countries  or  only  one.  But 
on  neither  view  can  we  frame  any  definite  concrete  '  law  of 
'diminishiDg  returns,'  applicable  to  a  country  like  England  ;  on 
the  former  view  because  the  population  of  the  whole  region 
with  which  England  trades  cannot  be  said  to  have  reached  the 
point  at  which  returns  diminish;  on  the  latter  view  because 
the  possibilities  of  England's  obtaining  additional  subsistence 
by  trade  have  only  a  remote  and  indefinite  limit,  If  the  dream 
of  Free-Tradera  were  realized,  if  all  the  world  were  willing  to 
allow  free  ingress  to  our  manufactures,  it  seems  to  be  quit© 

made.  Such  a  statement  Tvontd  bo  absard^  &8  there  is  a  good  deal  of  capital 
actually  employed  wliioh  ia  jieldiDg  no  rolurn  at  all.  What  is  meant  is  that, 
ceteris  paribus,  any  conBiderablc  increment  of  capital-nidM  labour,  applied  with 
average  skill,  would  be  less  productive  tlian  the  average  of  each  labour  actually 
applied.  It  should  be  observed  that  agrictiltnral  labour  is  sometimes  liable  to 
beooma  naorc  anproductive,  in  consequence  not  merely  of  the  increase  of 
population,  but  of  a  disproportionate  employment  of  the  additional  labour  in 
agriculture:  e.g.  through  an  excessive  subdivision  of  farms.  Dut  in  this  case 
the  loss  in  productive  efficiency  is  not  entirely  due  to  the  law  of  diminif^hing 
returns;  but  partly  to  the  defect  of  an  industrial  organization  too  inert  to 
respond  adeqiiately  to  a  change  in  its  circiimitances. 
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possible  that  the  whole  of  EnglamJ  might  become  almost  as 
thickly  populated  as  Middlesex,  without  any  decrease  in  the 
average  productiveness  of  her  labour. 

So  far,  therefore,  as  we  go  beyond  the  abstract  proposition 
that  the  proportional  returns  to  capital  and  labour  in  England 
tends  ceteris  jMinbus  to  be  decreased  by  any  increase  of 
population,  we  can  only  infer  from  the  evidence  before  men- 
tioned that  actually  the  proportional  returns  to  capital  and 
labour  in  England  are  less  than  they  would  bo  if  England  were 
less  densely  populated.  Let  us  now  return  to  the  more  strictly 
'Malthusian'  law  which  affirms  that  tho  population  of  countries 
like  England  would  increase  at  a  decidedly  more  rapid  rato 
than  the  present,  were  it  not  for  the  operation  of  either  the 
prudential  or  the  positive  checks.  This  statement,  as  I  have 
said,  is  hardly  now  disputed,  by  competent  persons;  but  there 
ia  an  ambiguity  in  the  phrase  "prudential  restraint"  which 
it  is  important  to  point  out.  Prudence,  in  this  application, 
means  the  foresight  and  consequent  avoidance  of  danger; 
but  Malthua'  disciples  have  not  always  made  it  clear  whether 
the  danger  to  which  they  referred  was  the  danger  of  being 
in  want  of  the  necessaries  of  life  (for  oneself  or  one's  children), 
or  the  danger  of  being  in  want  of  com(i>rts,  decencies,  or 
luxuries'.  It  is  obvious  that  the  motive  which  actually 
restrains  all  classes  in  the  community  above  the  lowest  is  fear 
of  the  latter,  not  the  former  danger.  It  is  necessary  to  premise 
this  before  considering  the  concrete  law  which  some  writers 
have  preferred  to  give  as  the  main  Malthusian  doctrine:  the 
proposition,  namely,  that  "  population  presses  closely  on  the 
"limits  of  subsistence."  In  a  certain  very  important  sense  this 
proposition  is  genorally  tr»ic  and  generally  admitted  in  respect 
of  civilized  and  fully-peopled  cauntriea ;  in  the  sense,  namely, 
that  population  increases  when  the  means  of  subsistence  in- 
crease in  such  a  way  aa  will  enable  the  mass  of  the  community 
to  obtain  an  ampler  supply  of  necessaries.  From  this,  however, 
it  cannot  be  absolutely  inferred,  tbat  even  the  lowest  class  in 
the  community  is  on  the  verge  of  starvation ;  it  may  be  merely 

'  Malthn*  bimicif  exprensly  disringniisbea  these  different  applicationB  of 
prudence  at  the  <M)ts«t  of  hu  Et*ay\  but  I  am  not  eare  that  be  hM  ahvoya  kept 
the  distinction  sufficiently  before  bis  mind. 
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that  lliey  arc  in  a  positiort  in  which  the  supply  of  necessaries  is 
an  important  element  in  the  consideration  whether  or  not  it  is 
prudent  to  marry.  Still,  it  may  be  stated  as  a  concrete  law  that 
holds  good  in  England  and  other  European  countries,  that  there 
13  a  compression  exercised  on  population  by  the  difficulty  of 
procuring  the  necessaries  of  life.  The  compression  is  not  rigid  : 
in  England  for  example  population  might  easily  increase 
with  greater  rapidity  than  at  present,  if  all  classes  restricted 
their  consuraption  of  luxuries — especially  harmful  luxuries:  but 
a  strong  elastic  pressure  undoubtedly  exists.  If  any  statesman 
or  philanthropist  cherished  the  somewhat  old-fiishioned  aim  of 
increasing  tbe  population  of  his  country,  the  bast  course  be 
could  adopt  would  bo  to  promote  the  increase  of  its  means  of 
subsistence',  especially  of  the  n)ass  of  the  population  ;  since, 
though  this  is  not  the  only  means  by  which  population  can  be 
increased,  it  is  a  means  that  may  be  relied  on  as  etfectual ;  and 
it  is  the  only  means  that  can  be  adopted  without  bringing  the 
population  nearer  to  the  danger  of  the  varied  suflerings  entailed 
by  insufficiency  of  food. 

But  it  is  one  thing  to  affiiTO  that  if  subsistence  increased, 
population  would  increase  also ;  it  is  quite  a  different  tiling  to 
maintain  that  the  latter  increase  will  in  all  cases  be  sufficient  to 

'  The  term  '*  increase  of  the  means  of  Bubsistence"  is  not  free  from  ambiguit; : 
for  instance,  the  question  may  be  raised  whether  a  nation  really  increases  its 
means  of  subsistence  if  a  portion  of  it  adopts  a  cheaper  instead  of  a  more 
expensive  food,  supposing  that  the  former  is  abundant  in  proportion  to  its 
cheapness.  I  conceivo  tliat  if  the  cheaper  food  be  equally  adapted  to  support 
life, — or  even  if  it  be  merely  more  adapted  in  proportion  to  its  cost— ,  the  nation 
must  be  regarded  as  having  mote  commjind  over  the  means  of  subaistcnce:  and 
that  the  change  eonstitntos  a  distinct  gain  in  utility.  And  I  think  that 
economists  yiho  have  taken  the  opposite  view  have  too  hastily  asFumed  the 
proposition  combated  in  the  next  section  ;  namely,  that  the  classes  consuming 
the  cheaper  food  would  necessarily  "  people  down"  to  the  thus  lowered  limit  of 
sabsistence.  Even  if  this  consecjuonce  followed  it  would  not  necessarily  involve 
any  suScring,  though  it  would  undoubtedly  increase  the  danger  of  enfiering 
from  any  accidental  diminution  of  income;  because  if  they  had  continued  to 
consume  the  dearer  food  they  would  under  certain  circumstances  have  had  the 
resource — which  they  have  now  lost — of  descending  to  the  cheaper  article.  But, 
aa  I  orge  in  the  next  section,  there  is  no  necessity  to  suppose  that  the  consumers 
of  the  cheaper  food  cannot  raise  their  standard  of  Uving;  and  if  they  do  this 
they  will  not  only  have  more  present  command  over  the  conveniences  of  life, 
but  also — on  the  whole — more  security  as  regards  the  future,  than  they  would 
otherwise  have  had. 
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absorb  the  former.  That  this  effect  wovihl  be  produced  in  the 
state  of  society  of  which  he  had  actual  experience  Malthus 
certaiuly  hehi:  and  a  similar  assumption  is  the  fuuudatiou  of  the 
doctriue  of  a  'natural  rate  of  wages'  which  occupies  a  cardiual 
position  in  Ricardo's  theory  of  distribution;  and  to  which 
attention  has  recently  been  attracted  by  Lassalle  and  other 
German  Socialists,  under  the  ominous  name  of  the  "iron  law  of 
"wages'.''  Ricardo  does  not  indeed  fall  into  the  error  of  sup- 
posing— as  Lassalle  and  others  appear  to  liave  understood — that 
the  "natural  rate"  of  wages  is  that  which  gives  the  labourer 
only  the  bare  necessaries  of  life ;  though  he  sometimes  in- 
cautiously uses  language  that  suggests  this  meaning,  as  when 
he  says  that  "  the  natural  price  of  labour  is  that  price  which 
"is  necessary  to  enable  the  labourers,  oue  with  another,  to 
"subsist  and  perpetuate  their  race*."  Elsewhere  he  repeatedly 
recognises  that  the  natural  price  of  labour  "essentially  de- 
"pends  upon  the  customs  of  the  people,"  or  "the  quantity 
"  of  food  necessaries  and  conveniences  become  essential  to  them 
"from  habit;"  adding  that  "many  of  the  conveniences  now 
"enjoyed  in  an  English  cottage  would  have  been  thought 
"  luxuries  at  an  earlier  period  of  our  history."  Tliis  last  sen- 
tence shews  further  that  he  did  not  regard  the  natural  price 
of  labour,  estimated  in  commodities,  as  a  constant  quantity. 
On  the  contrarj'  he  is  careful  to  state  that  "it  varies  at  different 
"times  in  the  same  country;"  and  he  speaks  of  the  effort  to 
raise  it,  by  "  stimulating  the  taste  of  the  labouring  classes  for 
"comforts  and  enjoyineuta,"  as  one  of  the  worthiest  aims  of 
philanthropy.  But  he  did,  I  think,  assume  that  a  mere  increase 
of  subsistence  ha<l  in  itself  no  tendency  to  produce  this  effect ; 
that,  even  though  the  "market  rate  of  wages"  were  to  "remain 
"for  an  indefinite  period  above  the  natural  rate," — which  he 
expressly  states  to  bo  possible — the  latter  would  still  during 
this  period  have  no  tendency  to  rise  towards  the  former.  At 
any  rate  this  assumption  seems  to  be  involved  in  the  main  part 
of  his  reasonings  on  wages:  it  is  however  opposed  to  what  our 
general  knowledge  of  human  nature  would  lead  us  to  infer : 


*  ''Ehernea  (brazen)  Lolingpsetz." 

*  This  paasagc  and  those  aftcrwarda  quoted  are  all  tak^n  from  the 
Chapter  (t.)  of  BicarJo's  Prineijiltt  of  Political  Economy. 
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and,  so  far  as  I  know,  a  duly  comprehensive  stmly  of  economic 
facts  does  not  tend  to  support  it'.  I  conceive,  indeed,  that 
in  the  actual  restriction  of  the  numbers  of  English  manual 
labourers  "  positive  "  checks  have,  for  the  most  part,  operated 
more  strongly  than  "preventive'".  But  so  far  as  any  class 
of  labourers  is  restrained  preventively,  by  a  "standard  of 
"  comfort,"  from  increasing  its  numbers,  I  see  no  reason  to 
doubt  that  such  a  standard  will  tend  to  be  somewhat  raised, 
if  any  increase  in  the  productiveness  of  the  labour  in  queatiou 
should  cause  a  material  and  long  su^^tained  increase  in  its  re- 
muneration. 

§  i.  AVe  thus  arrive  at  the  question  which  remains  to  be 
discussed,  in  order  to  complete  the  enquiry  proposed  for  the 
present  chapter;  viz.  whether  we  can  determine  the  laws  of 
variation  in  the  productive  eiBcieucy  of  labour.  So  far  as  the 
personal  efficiency  of  the  labourers  is  concerned,  no  economist  (I 
believe)  has  ever  claimed  to  possess  the  knowledge  required  for 
this  task.  Indeerl  it  seems  evident  that  any  one  who  attempted 
to  explain  the  differences  in  the  physical,  intellectual  and  moral 
qualities  of  labourers,  and  in  the  motives  presented  to  them  by 
their  social  and  industrial  circumstances,  suflBciently  to  enable 
us  to  predict  even  roughly  the  future  operation  of  these  condi- 
tions, nmst  in  fact  claim  a  prescience  of  the  whole  development 
of  civilized  society,  beyond  the  pretensions  of  the  most  confident 
of  living   sociologiita.     While,  again,  the  ultimate   causes   of 

'  It  was  the  opinion  of  Malthas  {Prine.  of  Pol.  Econ.  ch.  iv.  §  2)  that  a 
"  decidt'tl  flevation  in  the  standard  of  the  comforts  aud  conveniences  of  tbc 
" English  working  classes"  had  beea  ciQBed  by  the  unusual  succcEsion  of  fine 
harvests  in  the  fifty  yoars  from  1715  to  1765. 

*  Tliat  prudential  motives,  however,  do  operate  to  an  important  extent,  even 
in  this  part  of  our  population,  may  b*  legitimately  inferred  from  tlie  fluctuationa 
in  the  marriage-rate,  which  Dr  Farr  has  culled  the  "barometer  of  national 
"prosperity":  and  which  in  England  varied  between  17-9  per  1000  persona 
in  185S,  when  industry  was  feeling  the  full  stimuluH  of  the  Australian  gold- 
discoveries,  to  14--1  in  1879,  a  year  in  whith  a  prolonged  commercial  depression 
reached  its  lowest  point.  See  Vital  Statittict,  (from  the  writinga  of)  William 
Farr,  Part  it.  pp.  74,  5. 

By  "positive"  checks  I  mean,  chiefly,  not  actual  starvation  bat  (1)  increased 
mortality  of  adults  from  diseases  caused  or  aggravated  by  iusafltcicnt  supply  of 
necessaries,  (2)  mortality  of  children  from  this  cause  or  firom  parental  neglect 
due  to  the  necessities  of  breadwiuDing,  Knd  (3)  premature  deatha  from  uu- 
healtby  or  dangerous  occupations. 
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these  difFerences  are  so  complicated  auJ  their  effects  so  iuter- 
iniiiglcd,  that  it  seems  rash  even  to  attcm[it  auy  precise  state^ 
nicut  as  to  the  effect  that  any  particular  change  would  produce  if 
isolated.  Whether  we  consider  (e.g)  changes  in  the  labourer's 
habit  of  diet,  or  changes  in  the  educational  machinery  applied 
to  thera,  or  in  their  social  customs  and  opinions,  or  the  terms 
on  which  they  usually  cooperate, — thougli  we  can  often  pro- 
nounce with  confidence  on  the  kind  of  effect  on  production  to 
be  expected  from  a  given  cause — we  can  hardly  e\'er  predict, 
even  hypothetically,  the  quantity  of  effect. 

It  remains  to  consider  how  far  the  case  is  different  with 
that  element  in  the  productiveness  uf  labour  which  depends  on 
the  aid  afforded  it  by  capital ;  whether  we  can  determine  the 
"law  of  the  increase  of  capital."  I  must  first  remark  that 
Mill  and  others  who  have  dealt  with  tliis  question  appear  to 
iiie  to  present  a  somewhat  one-sided  view  of  the  process  of 
accumulation  of  what  I  have  called  'concrete  capital;'  i.e.  instru- 
ments and  other  iuterniodiate  results  of  labour  employed  for 
remote  ends.  It  is  right  to  dwell  on  the  fact  that — at  least  in 
civilized  conimuuities  as  organized — this  accuniulatiou  actually 
depends,  in  the  main,  on  the  saving  of  individuals:  but  it 
should  ulio  be  pointed  out  that  thi.s  saving  can  only  take  effect 
in  aiding  production  so  far  as  instruments  or  processes  have 
been  discovered  by  which  labour  may  be  made  more  productive, 
through  dela}',  in  its  final  result  of  consumable  commodities. 
Or,  to  use  a  current  phrase,  there  must  l»e  a  '  field  for  the 
'employment  of  capital '  if  profit  is  to  be  gained ;  and  the 
existence  and  continual  enlargement  of  this  field  depends  on 
Invention — in  the  extended  sense  in  which  I  have  before  used 
the  term  to  include  all  improvements  in  the  general  organization 
of  industry,  as  well  a-s  in  special  industrial  processes. 

Now  I  conceive  that  no  important  quantitative  generaliza- 
tions can  be  established  as  to  the  variationa  in  this  second  factor 
of  the  growth  of  social  capital.  We  have  no  means  of  pre- 
dicting the  rate  at  which  either  our  knowledge  of  the  laws  of 
oature  or  the  application  of  this  knowledge  to  industry  is  likely 
to  progress  in  the  future  j  it  may  bo  very  much  more  rapid  and 
extensive  than  it  has  been  even  during  the  last  hundred  years ; 
on  the  other  hand  it  may  be  very  much  slower,  or  may  even 
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come  almost  to  a  standstill — puttinfir  out  of  sight  the  possibility 
of  any  such  social  disturbances  as  might  lead  to  an  actual  retro- 
gression in  civilization.  And  it  is  further  to  be  observed  that 
even  if  we  could  predict  roughly  the  amount  of  Improvement 
which  the  industry  of  the  future  may  ho  expected  to  receive 
from  invention,  it  would  still  be  uncertain  how  far  this  ira- 
provemont  will  involve  the  enlargement  of  the  field  of  em- 
ployment for  capital.  Hitherto,  inventions  have  generally  bad 
the  eftect  of  complicating  and  prolonging  the  processes  of 
industry,  while  at  the  same  time  increasing  the  ultimate  pro- 
ductiveness of  labour.  But  this  has  not  always  been  the  case; 
and  so  far  as  I  know,  there  is  no  definite  reason  why  the 
inventions  of  the  future  should  not  be  chiefly  in  the  direction 
of  simplifying  and  abbreviating  industrial  processes;  so  that 
at  each  step  of  improvement  the  demand  for  capital  will  be 
restricted  instead  of  being  enlarged. 

Beaidng  this  in  mind,  let  us  consider  whether  we  can 
ascertain  the  abstract  law  of  the  other  factor  in  tlie  growth  of 
concrete  capital ;  whether,  supposing  the  field  of  employment 
for  capital  determined,  we  can  say  how  far  the  capital  will  be 
furiiishod.  Now  the  applications  of  labour,  in  the  making  of 
instruments  or  otherwise,  by  which  its  ultimate  net  production 
is  increased,  are  of  varying  degrees  of  profitableness-,  the 
increment  of  produce  obtained  by  delay  is  in  some  cases  greater, 
in  others  less.  We  have  therefore  to  inquire  (1)  how  far  the 
community  can  aflurd  labour  for  remote  results,  and  (2)  how  far 
it  is  likely  so  to  apply  its  labour;  and,  as  regards  this  second 
point,  we  have  to  ask,  in  particular,  how  far  the  individuals 
whose  saving  mainly  determines  thi.9  direction  of  labour  will  be 
willing  to  prefer  remote  results  to  immediately  consumable 
utilities. 

The  fund  from  which  saving  might  be  made  is  Avliat,  in  §  1 
I  proposed  to  call  the  net  produce  of  labour  of  the  com- 
munity; i.e.  what  can  be  produced  by  any  society  in  any 
given  period,  over  and  above  what  is  required  to  supply  the 
necessaries  of  life  to  all  engaged  in  production, — and  to  children 
and  others  necessarily  dependent  on  them — ,  and  to  compen- 
sate for  the  deterioration  of  the  previously  existing  capital. 
This,  BO  far  as  it  can  be  determined,  gives  the  maximum  of 
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possible  saving  within  the  period.  But  as  we  have  seen,  the 
line  between  "necessary"  and  "superfluous"  consumption  CJinnot 
be  sharply  drawn ;  and  it  is  the  less  necessary  to  attempt  to 
draw  it  with  precision,  since  the  maximum  above  indicated  has 
never  been  approached  in  any  community  of  human  beings; 
the  motives  which  prompt  men  to  save  having  always  proved 
weaker  than  the  motives  which  prompt  them  to  spendj  long 
before  this  maximum  was  reached.  Still,  so  far  as  we  limit 
our  investigation  to  cases  where  we  may  assume  that  the 
primary  needs  of  the  human  beings  considered  are  an  ap- 
proximately constant  <piantity*,  we  may  clearly  lay  down  that 
the  possible  maximum  of  saving  increases  as  the  gross  produce 
of  labour  (per  head)  increases,  but  in  a  greater  ratio.  Hence, 
if  the  resultant  force  of  the  impulses  that  prompt  men  to  save 
when  balanced  against  those  that  prompt  them  to  spend  could 
also  be  assumed  to  be  constant,  the  accumulation  of  capital — 
when  it  once  had  fairly  commenced — would  tend  to  increase  at 
a  continually  accelerated  rate. 

But  this  latter  assumption  manifestly  diverges  widely  from 
.facts.  The  tendency  to  save,  like  the  tendency  to  spend,  i.s  the 
complex  result  of  a  number  of  different  impulses,  some  self-re- 
garding, some  sympathetic ;  and  continually  varies,  partly  in 
proportion  to  the  strength  of  these,  partly  from  variations  in  the 
intellectual  condition  of  human  beings,  and  partly  from  external 
causes.  Even  if  we  suppose  the  desires  of  the  personal  enjoy- 
ments derivable  from  wealth  to  remain  unaltered  ;  any  important 
change  either  (1)  in  the  prospects  of  security  ufl'orded  by  the 
physical  or  political  circumstances  of  the  community,  or  (2)  in 
the  average  individual's  power  of  foresight  and  capacity  of  being 
moved  to  action  by  the  representation  of  remote  consequences, 
or  (3)  in  the  range  or  intensity  of  his  sympathetic  interests,  es- 
pecially those  due  to  family  affection  or  patriotism  local  and 
general,  must  affect  materially  the  general  disposition  to  save. 
Now  no  economist,  so  far  as  I  know,  has  attempted  to  determine 

I  This  assumption  ia  often  manifestly  nntrae  when  we  are  comparing  the 
productive  efficiency  of  different  races.  E.g.  the  reason  why  the  competition  of 
"  Chinese  cheap  labour  "  is  so  menacing  to  the  English  race  in  America  and 
Australia  seems  to  lie  in  the  smaller  necessary  consumption  of  the  average 
Chinaman,  as  compared  with  that  of  an  average  Englishman;  which  renden 
the  net  produce  of  the  former's  labour  greater,  though  the  gross  produce  is  lea^ 
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the  laws  of  variation  of  these  cotuHtions.  In  facf,  the  only 
geoeral  "law  of  the  increase  of  capitiil" — beyond  a  mere  state- 
ment of  the  above-tuentioued  coaditious  of  variation — that  Jlill' 
(e.g.)  appears  to  lay  down,  is  the  abstract  proposition  that, 
other  things  being  eijual,  the  "effective  desire  of  accumulation  " 
will  vary  directly  with  the  "pecuniary  inducement"  to  accu- 
mulate ;  that  is,  with  the  rate  of  intercfct*.  Thus,  other  things 
being  the  same,  if  the  rale  of  interest  falls,  the  supply  of  new 
capital  on  which  the  interest  Avill  have  to  be  paid  will  tend  to 
be  less  ;  if  it  risses  more.  This  abstract  proposition  is  probably 
true  on  the  whole  ;  but  even  this  seems  to  inc  less  simple  and 
certain  than  Mill  represents  it,  since  the  total  effect  of  a  fall  in 
interest  is  the  result  of  a  number  of  tendencies  which  to  an  im- 
portant extent  act  in  coutrajy  directions.  So  far,  indeed,  as  a 
man  is  induced  to  save  not  by  the  desire  to  attain  any  particular 
definite  end,  but  by  a  general  estimate  of  future  resources  as  com- 
pared with  present  enjoyments  for  himself,  his  family,  or  others 
whom  he  may  wish  to  benefit,  it  is  obvious  that  any  diminution 
in  the  yield  of  his  savings  must  pro  tanto  decrease  this  in- 
ducement. But  it  would  seem  that  in  most  cases  the  motives 
for  accumulation  are  not  of  this  general  character.  In  the  first 
place  men  in  business  and  the  professions  save,  to  a  great 
extent,  with  a  view  of  obtaining  a  certain  income  from  their 

>  Political  Economy  Book  i.  cb.  zi. 

'  In  this  passage,  aa  in  another  quoted  soon  after,  Mill  appears  to  nsc  the 
terms  'interest'  and  'profit'  as  practically  convertible,  tliough  he  elsewliere  care- 
taUy  dtalingiiititics  Ihera.  This  docs  not  seem  to  me  contrary  to  usage;  as 
'profit'  is  I  think  often  used  in  a  wide  sense  for  all  'returns  to  capital,'  so  as  to 
iaduilo  as  one  species  'iulcrest,'  which  always  deiiotts  the  additional  wealth 
coDtinnally  obtained  by  the  mere  ownership  of  capital,  or  the  price  paid  for  the 
temporary  use  of  it  by  the  employer  of  capital  who  does  not  own  it.  Still,  it 
seems  to  me  mora  oonveaitnt,  when  wo  are  euJeavoiirinK  to  ascertain  as  pre- 
cisely as  possible  the  law  of  the  increase  of  capital,  to  distinguish  the  terms ; 
and  to  denote  by  'profit'  the  yield  of  capital  to  the  employer  who  is  also  the 
owner.  If  this  distinction  is  taken,  it  will  evidently  be 'interest' rather  than 
'profit'  which  supplies  the  motive  to  accumulation,  in  the  case  of  all  pcrBons 
except  those  who  employ  their  own  capital ;  and  it  will  be  so  even  as  regards 
these  latter,  so  far  as  tlicy  are  able  to  borrow  what  they  can  profitably  employ 
in  their  business  at  the  ordinarj'  rate  of  interest,  allowance  being  made  for  risk. 
Hence  it  seems  to  me  best  to  use  '  iuterest'  exclusively  in  the  present  discussion ; 
though  it  ought  to  be  borne  in  mind  that  so  far  aa  on  employer  believes  that  he 
could  advantageously  use  capital  that  he  is  not  able  to  borrow  Bt  the  ordinarj- 
rate,  he  will  have  an  additional  stimulus  to  save. 
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saviogs;  the  amount  of  which  they  conceive  beforehand  with 
more  or  less  definiteness,  whether  their  aim  is  to  retire  from 
business  theineelves  or  to  provide  for  their  children.  It  Is 
obvious  that  a  lowering  of  the  rate  of  interest,  as  it  would 
render  a  larger  amount  of  saving  necessary  to  obtain  a  given 
income,  would  have  a  cert;iiu  tendency  to  increase — instead  of 
decreasing — the  amount  annually  saved  by  such  persons.  Again 
a  Urge  amount  is  annually  saved,  especially  by  poorer  persons, 
not  so  much  for  the  sake  of  the  interest  as  in  order  to  have  the 
principal  "against  a  rainy  day:"  tJl  such  saving  will  bo  scarcely 
at  all  affected  by  any  change  in  the  rate  of  interest.  Further, 
we  have  to  take  into  account  the  great  influence  of  habit  and 
social  custom  in  determining  the  apportionment  of  income 
between  expenditure  and  accumulation.  Many  persons  have 
a  nearly  fixed  standard  of  living,  and  so  long  as  tlieir  income  is 
more  than  suflBcient  to  provide  for  this,  they  merely  save  the 
surplus  whatever  it  may  happen  to  be.  In  proportion  as  this  is 
the  case,  their  saving  will  only  be  diminished  by  a  fall  in 
interest  so  far  as  their  income  is  diminished  by  it :  and  it  is  in 
no  way  necessary  that  a  fall  in  interest  should  be  accompanied 
by  a  decrease  in  the  average  income  of  individual  members 
of  the  community.  In  fact,  as  Mill  points  out,  "a  fall  in 
"  the  rate  of  interest  is  frequently  itself  the  result  of  a  great 
"accumulation  of  capital  ;  and  the  income  derived  from  a  large 
"amount  of  capital  at  a  low  rate  of  interest  generally  gives  a 
"greater  total  power  of  saving  than  the  income  derived  from  a 
"smalt  amount  of  capital  at  a  high  rate  of  interest." 

It  appears,  therefore,  that  a  fall  in  the  yield  of  capital  is 
likely  partly  to  diminish  the  inducements  to  save,  partly  to 
increase  them,  partly  to  influence  saving  in  a  manner  which 
we  cannot  precisely  determine  till  we  know  the  special  causes 
of  the  fall.  I  think  it  probable  that  the  first  of  these  effects 
will  generally  preponderate  over  the  others  ;  but  I  do  not  think 
that  we  can  say  that  lh\&  will  certainly  bo  always  the  case,  still 
less  to  what  extent  it  will  be  so. 

On  similar  grounds  I  should  regard  as  rather  too  dogmatic 
Mill's  subsequent  statement'  that  "  there  is  at  every  time  and 

'  Book  IT.  e.  ir.    Here  again  Mill  muit  evidently  be  understood  to  nse  the 
term  'profit'  aa  convertible  with  'intereat;'    since  in   another  paragraph  he 
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"  place  some  particular  rate  of  profit  which  is  the  lowest  that 
"  will  induce  the  people  of  that  country  ami  time  to  accinnulate 
"savings  and  to  employ  those  savings  productively."  I  do  not 
doubt  that  this  is  true  of  England  at  the  present  time, — though 
I  see  no  means  of  determiiiing  precisely  what  the  minimum 
rate  in  question  is,  here  and  now.  But  I  know  no  conclusive 
general  reason  for  regarding  the  prospect  of  interest  as  the  only 
possible  spring  of  accumulation  and  productive  investment ;  and 
I  think  it  quite  conceivable  that,  at  some  future  period  of  the 
world's  history,  accumulation  may  go  on  much  as  at  present 
with  average  net  interest  at  or  barely  above  zero'. 

§  5.     But   even  if  the   laws   of  the   saving  of  individual 

Bpcaks  of  a  "profit  or  interest  of  3  or  4  per  cent"  as  being  "ii  saffloient  motive 
"  to  the  increase  of  ca])ital  in  England  at  the  present  day." 

'  Such  a  fall  would  doubtless  aomewhat  increase  the  accumulation  of  Con- 
sumers* Capital  at  the  expense  of  productive  investment ;  but  it  must  be 
remembered  that  the  keeping  of  consumers'  capital  must  always  involve  some 
degree  of  risk,  and  some  trouble  or  onlky.  In  connexion  however  with  this 
conjectural  forecast  the  following  point  should  bo  noliccd.  The  new  savings  of 
individiiala  are  partly  absorlwd  by  sales  of  capital  already  invested  by  persona 
who  wish  to  spend  some  of  their  capital :  the  saving  of  one  set  of  people  being 
thus  bahiDoed  by  the  spending  of  others.  Now  in  what  has  been  said  we  liave 
BQpposed  that  the  community  is  adding  to  its  real  capital,  and  therefore  that 
some  part  of  the  savuigs  of  individuals  have  to  take  the  form  of  new  instnuncnts 
of  industry.  If,  however,  the  rate  of  interest  falls  through  this  accnmtilalion  of 
instruments,  such  pre^ously  existing  instmments — especially  load — as  have  not 
had  their  utility  impaired  by  the  oompetilion  of  the  new  capital,  will  {as  wo  have 
already  observed)  have  their  selHuij  value  increased :  and  theri^rore  the  sales  of 
such  instrumoQts  by  persons  iutoudhig  to  oonsuiuc  the  proceeds  will  absorb  a 
continually  increasing  amount  of  siivings.  This  consideration  becomes  im- 
portant when  wa  forecast  the  consequences  of  a  continual  foU  in  tlie  rate  of 
interest.  Its  cfTeots  will  be  most  easily  shewn  by  making  an  extreme  suppo- 
sition. Let  us  BU|i]>ose  that,  owing  to  the  steady  increase  of  savings,  more 
rapidly  than  the  enlargement  of  the  field  of  employment  of  capital  through 
invention,  &o.,  interest  by  2000  a.d.  has  fallen  to  a  third  of  its  present  rate  in 
England;  aud  that  rents  on  the  average  have  been  doubled  through  the 
increasing  scarcity  of  land.  It  is  obvious  that  limd  will  sell  at  six  times  ita 
present  price;  and  therefore  the  sale  of  any  given  portion  will  be  capable  of 
absorbing  six  times  the  amount  of  saving  that  it  would  absorb  at  present,  Aud 
if  WG  carry  the  supposition  of  a  fall  in  intiiroat  still  further,  it  will  be  evident — 
Btill  assuming  rents  at  least  not  to  fall  in  value — that  before  saving  could 
increase  to  such  an  extent  as  to  make  the  interest  on  capital  merely  cover  risk, 
BO  that  investment  was  no  better  than  hoarding,  the  value  of  land  must  have 
become  infinite.  And  the  same  may  be  said  uf  the  value  of  any  irredeemable 
perpetual  annuities  that  may  have  been  sold  by  govemments  or  private 
corporations. 
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members  of  any  C(jniiininity,  witliin  auy  given  period,  could  be 
deternuned  more  precisely  than  appears  to  me  to  be  the  case, 
there  are  several  reasons  why  the  result  would  give  us  no  exact 
guidance  as  to  the  increase  nf  'social  ca]»ital' — i.e.  of  the 
productive  resources  of  the  community  derived  from  past 
labour — within  the  period. 

In  the  first  place — if  wc  mean  by  a  "  community  "  a  single 
nation,  and  not  the  whole  aggregate  of  human  beings  more  or 
less  united  through  exchange  into  one  industrial  organiza- 
tion,— it  should  be  observed  that  communities  may,  and  in 
modem  times  largely  do,  lead  their  capital  to  other  com- 
munities instead  of  employing  it  themselves ;  so  that  the 
supply  of  new  capital  for  home  employment  may  bo  reduced, 
■without  any  fall  in  the  rate  of  interest,  merely  because  more 
attractive  openings  for  investment  have  presented  themselves 
abroad.  Of  course  this  foreign  investment  of  capital  increases 
the  share  obtained  by  the  community  of  the  produce  of  the 
world's  labour;  but  it  does  not  increase  the  productiveness  of 
the  labour  of  the  community,  except  in  an  indirect  and  uucer- 
Ltain  way,  so  far  as  it  extemls  the  opportunities  and  increases 
the  advantages  of  foreign  trade.  And  secondly,  even  in  the  case 
of  home  investments,  we  must  note  that  a  large  amount  of  the 
ordinary  savings  of  the  community  may  be  absorbed  in  meeting 
physical  or  social  emergencies,  which  impose  large  occasional 
outlays  on  the  community  as  a  whole,  but  do  not  make  tho 
labour  of  the  community  more  productive.  In  modem  times 
this  is  most  conspicuously  exemplified  by  the  large  loans  of 
governments  for  purposes  of  war ;  the  issue  of  any  such  loau 
tends  to  increase  the  aggregate  capital  of  individuals  without 
any  real  increase  in  social  capital*. 

But  even  in  the  case  of  any  productive  home  investment 
of  savings  the  profit  to  the  individual  investing  is  a  very 
uncertain  indication  of  the  advantage  to  the  community. 
For  the  investment  may  destroy  or  reduce  the  utility  of 
previously  invested  capita! ;  as  when  a  railway  is  constructed 
which  takes  away  traffic  from  an  already  existing  railway,  or  a 
«liop  with  expensive  front,  fittings,  Ac,  is  succe-ssfidly  designed 

I  Tb«  oooaiiiobal  OMd*  of  a  portion  of  the  oommaQity  may  eimilarlj  absorb 
the  BavingR  of  the  rest  to  •  very  varying  extent. 
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to  attract  custom  from  another  shop.  The  progress  of  invention, 
•which  continuatly  modifies  the  field  of  etnploymeat  for  capital, 
continually  affords  opportunities  for  fresh  investmeuta — as  in 
newly  invented  machinery,  &c. — inevitably  tending  to  reduce 
the  value  of  portions  of  capital  already  in  existence,  to  an  extent 
which  varies  indefinitely'  and  can  hardly  ever  he  exactly  ascer- 
tained. In  such  cases,  then,  the  gain  to  the  community  from  the 
new  investment  may  be  much  less  than  the  interest  earned  by  the 
investing  individual ;  when  we  take  into  account  the  destruction 
of  the  utility  of  the  previously  existing  capital.  On  the  other 
hand,  it  is  equally  possible  that  it  maj'  be  niucli  more.  For 
the  social  profit  of  an  improvement  in  the  instruments  of 
production  will  obviously  accrue  in  part  to  the  consumers  of  the 
commodities  produced,  so  far  as  producers  using  the  improved 
instruments  are  forced  by  competition  to  reduce  the  price 
of  their  products  below  what  was  required  to  remunerate  the 
less  efficient  production  which  they  have  superseded. 

Further,  while  the  progress  of  industrial  civilization  causes 
the  depreciation  of  some  previously  existing  capital,  it  adds 
value  to  other  durable  results  of  previous  labour  productively 
applied,  which  arc  protected  by  circumstances  from  competition, 
such  as  buildings  in  towns  well  situated  for  business.  The  re- 
sulting addition  to  the  value  of  existing  capital  is,  of  course, 
not  due  to  saving;  while  yet, — if  caused  by  an  actual  increase 
in  the  utility  of  the  durable  wealth  in  question — it  may  be  a 
real  addition  to  social  cjipitat. 

We  must  also  note  the  large  amount  of  results  of  labour 
for  remote  ends,  more  or  less  profitable  to  the  community, 
which  are  not  included  in  the  "saving"  of  individuals  as 
ordinarily  estimated  ;  and  which  come  hut  vaguely  and  slightly 
(if  at  all)  within  the  operation  of  the  law  of  such  saving,  as 
above  formulated.  Under  this  head  will  come  a  large  amount  of 
the  improvements  of  agricultural  land  under  a  system  of  small 
farming  (especially  if  the  cultivator  be  also  the  owner) ;  and 

'  Improvements  ma;  easily  be  imagined  wliich  woulii  annihilate  vast  portions 
of  the  prodnctivcly  invested  wealth  of  individuals;  such  (e.g.)  an  a  mechanical 
invention  thai  superseded  raLlwaja  in  England,  or  a  development  of  tracle  Ihat 
rendered  English  wheatgrowing  unprolitable :  and  economic  changes  ol  this 
kind,  though  emallcr  iu  degree,  are  contumaUy  oocarring. 
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similarly,  a  lai^  part  of  the  labour  for  remote  results,  that  is 
spent  in  utilising  the  opportunities  continually  presented  for  the 
successful  establishment  of  new  lucrative  businesses  in  trade. 
Such  labour  can  l)e  but  slightly  affected  by  changes  in  the  rate 
of  interest.  Still  less  is  such  a  consideration  ordinarily  operative 
in  determining  the  accumulation  of  the  durable  wealth  that 
we  have  called  "  consumers'  capital ; "  so  far  at  least  as  such 
wealth  is  commonly  owned  by  the  persons  using  it. 

Finally,  we  must  not  leave  out  of  our  calculation  the  increase 
of  social  resources  due  to  labour  from  time  to  time  expended  in 
founding  and  developing  institutions  of  public  utility — edu- 
cational, sanitary,  and  the  like — by  which  no  profit  is  earned 
for  individuals.  Above  all  we  must  take  account  of  the  eco- 
nomic advantages  of  the  greatest  of  human  institutions,  the 
State ;  in  building  up  which  so  much  toil  and  other  sacrifices 
have  been  incurred  for  distant  resulte,  from  motives  of  patriotism 
or  love  of  glory,  without  any  reckoning  of  pecuniary  returns  to 
the  individuals  who  have  laboured.  A  statement  of  the  Laws 
of  Production  is  undeniably  incomplete  without  an  attempt  to 
estimate  systematically  the  economic  benefits  and  drawbacks 
that  spring  from  different  political  institutions  and  different 
principles  and  methods  of  administration.  It  seems  however 
most  convenient  to  defer  all  consideration  of  the  tendencies  of 
different  modes  of  Governmental  interference,  until  in  the 
concluding  book  we  come  to  discuss  these  tendencies  from  the 
point  of  view  of  Art  of  Practice  ;  and  ask  '  How  far  (if  at  all) 
'  and  in  what  way  ought  Government  to  intervene  with  a  view 
'  to  making  the  produce  of  industry  a  maximum.'  The  answer 
to  this  question  will  indirectly  supply  an  answer  to  the  corres- 
ponding question  that  we  should  naturally  here  raise  from  the 
point  of  view  of  science  ;  so  far,  that  is,  as  it  seems  to  be  within 
the  province  of  the  theoretical  economist  to  deal  with  this  latter 
enquiry. 
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CHAPTER  I. 

INTRODUCTION. 

§  1.  We  have  now  to  consider  what,  in  accordance  with 
usage,  I  have  given  as  the  second  part  of  the  subject  of 
economic  science :  The  Theory  of  Distribution  and  Exchange. 
The  notion  of  '  Exchange '  may  be  taken  as  sufficiently  clear : 
but '  Distribution '  requires  some  further  explanation'.  In  the 
first  place  it  should  be  observed  that  it  is  not  strictly  the 
Distribution  of  Wealth,  but  the  Distribution  of  Produce  with 
which  we  are  primarily  concerned.  We  suppose  a  society  in 
which  the  main  part  of  the  land  and  other  instruments  for 
producing  wealth  are  already  distributed  among  the  members 
as  their  private  property :  and  this  pre-existing  distribution  of 
producers'  wealth  we  do  not  profess  to  explain.  Nor  is  it 
absolutely  necessary,  up  to  a  certain  point  of  our  investigation, 
to  make  any  general  assumption  with  regard  to  it:  but  in 
working  out  the  details  of  our  theory,  we  shall  have  to  take 
note  of  the  inequality  that  is  characteristic  of  this  pre-existing 
distribution  in  all  existing  civilised  societies.  We  shall  have  to 
suppose  that  some  persons  own  land  and  some  capital  in 
varying  and  sometimes  considerable  amounts,  and  that  others 
have  little  or  none  of  either;  and  that  in  neither  case  are  the 
owners  and  the  users  altogether  coincident.  And  it  is  con- 
venient to  assume  this  inequality  throughout. 

^  To  prevent  misonderatanding,  I  never  employ  the  word  '  DiBtribntion ' — as 
it  is  sometimes  ased — to  denote  or  include  the  processes  of  conveyance  and 
retail  trade  that  intervene  between  the  completed  mannfsctnre  of  a  consumable 
article  and  the  commencement  of  its  consumption.  According  to  the  view  taken 
in  the  present  treatise,  these  processes  are  conceived  as  a  part  of  the  whole 
process  of  Production.     See  p.  12. 
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We  may  state,  then,  the  maiii  question  which  a  Theory  of  / 
Distribution  attempts  to  answer  as  follows:  'According  to  what 
'laws  is  the  new  increment  of  commoditieSj  continually  pro- 
'duccd  by  the  combination  of  the  labour  and  uncqiaally  dia- 
*  tributed  capital  (including  land)  of  diticrent  memberi?  of  the 
'  community,  shared  among  the  different  classes  of  persona  who 
'  have  co-operated  in  producing  it,  either  by  their  personal 
'exertion — bodily  or  mental — or  by  allowing  others  to  use  their 
'  wealth,  knowledge  or  other  resources  ?'  The  main  part  of  this 
produce  consists  of  the  food,  clothing,  and  other  kinds  oj 
consumable  wealth  that  are  continually  being  made  by  p; 
ducers  aud  transferred  to  consumers :  but  this  is  not  the  whole 
of  it.  For,  firstly,  it  seems  best  to  include  under  the  term 
'  produce '  all  purchaseable  commodities,  whether  "  embodied  in 
"material  objects"  or  not;  on  the  grounds  urged  in  the 
preceding  book'  (where,  however,  this  extension  of  the  meaning 
of  'produce'  was  not  fully  adopted).  Our  object  is  to  study 
the  causes  of  the  diti'ercnt  extents  of  command  over  "  neces- 
"saries  and  conveniences,"  obtained  respectively  by  different 
members  of  the  community,  through  the  complicated  system  of 
co-operation  by  means  of  exchange  on  which  tho  life  of 
modem  society  depends;  and  since  some  portion  of  each  one's 
money  income  is  spent  in  purchasing  not  material  wealth  but 
education,  professional  advice,  &c.,  we  must  regard  these 
utihtiea,  no  less  than  the  material  products  of  industry,  as 
practically  'distributed'  through  the  medium  of  the  money 
payments  that  determine  the  nominal  incomes  of  individuals  : 
and  the  laws  that  govern  the  exchange  values  of  these  im- 
material commodities  coacem  us  aa  much  as  those  regulating 
the  values  of  material  products. 

Again,  we  have  to  bear  in  mind  that  the  new  wealth 
produced  in  a  society  that  is  growing  richer  will  partly  consist 
of  new  '  producers'  wealth  ' — new  railways,  factorie3,'warehouses 
and  an  increased  supply  of  new  raw  materials  to  be  hereafter 
transformed  into  consumers*  wealth,  and  new  auxUiary  materials 
such  as  coal  for  ateam-engiuea  &c.  Such  additions, — so  far  as 
they  are  more  than  sufficient  to  compensate  for  the  continual 
destruction,  deterioration,  and  depreciation  of  capital — must  be 
>  S«o  oh.  ill  §  4,  p.  79. 
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regarded  as  part  of  the  produce  distributed:  it  is,  in  fact, 
mainly  this  part  which  is  continually  "  saved "  and  added  to 
the  already  existing  accumulation  of  capital*. 

'  Produce,'  so  understood,  is  nearly  equivalent  to  the  '  real 
'  income '  of  the  community  during  the  period  ;  provided  that 
we  include  in  the  notion  of  'real  income'  the  unpurchased 
utilities  that  a  man  derives  from  his  own  labour  or  the  unpaid 
labour  of  members  of  his  family — which  are  largely  unrepre- 
sented in  ordinary  estimates  of  his  money  income.  Such 
utiHties,  indeed,  are  not  in  any  ordinary  sense  'distributed'; 
still,  we  cannot  leave  them  out  of  account  in  our  investigation 
of  the  laws  of  distribution,  at  least  if  they  have  a  market  value 
or  if  the  labour  employed  on  them  is  of  a  kind  that  might — 
and  uuder  other  circumstances  would — be  employed  in  pro- 
ducing saleable  commodities.  Of  this  kind,  for  instance,  is  the 
lalxnir  of  cooking  food,  making  or  repairing  or  cleansing  clothes 
and  furniture,  teaching  children,  carrying  purchases  from  shops, 
and  walking  to  and  from  places  of  work:  when  we  contemplate 
the  residting  utilities  from  the  point  of  view  of  the  community, 
we  find  that  a  portion  of  them,  varying  at  different  times  and 
places,  is  commonly  purchased,  and  another  portion  of  thera 
commonly  unpurchaseil ;  hence  it  would  be  manifestly  mislead- 
ing t«  confine  our  attention  to  the  former,  and  to  leave  the 
latter  entirel}'  out  of  sight. 

A  varying  portion  of  this  unpaid  labour  \&  employed  in 
appropriating  and  utilising  those  "  spontaneous  gifts  of  nature  " 
which  at  certain  times  and  places  are  unpurchased  (except  by 
the  lal)our  of  appropriation  &c.}  while  elsewhere  and  at  other 
times  they  command  an  extra  price  through  scarcity.  We  have 
already  seen'  that  in  corapariug  the  wealth  of  different  societies 
at  different  times  and  places  we  must  include  these  unpurchased 
utilities  in  one  term  of  the  comparison,  if  utilities  of  the  same 
kind,  having  exchange  value,  are  included  in  the  other  term ; 
and  the  same  principle  will  obviously  apply  to  the  comparisons 

'  There  is  some  difflcnity  in  dotorniiamg  precisely,  yet  so  aa  to  avoid 
paradox,  the  notion  of  amount  of  produce  within  a  given  period,  when  we 
include  in  'produce'  the  additions  to  capital:  but  this  difficulty — which  is 
of  no  real  importance  in  relation  to  the  discoBsion  which  follows — will  be  more 
oonveniently  dealt  with  later  on.    See  ch.  vi,  §  1. 

*  B.  L  oh.  iii.  g  1. 
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that  have  to  be  made,  in  considering  changes  and  diflFerenccs  in 
distribution. 

Further,  we  have  to  note  that  an  important  part  of  the 
consumable  utilities  enjoyed  by  the  members  of  a  civilised 
community  within  any  given  period, — though  properly  included 
in  the  notion  of  "  real  income " — are  not  in  any  sense  the 
result  of  the  labour  exerted  within  the  period.  I  refer  to  the 
utilities  derived  from  portions  uf  consumers'  wealth — such  as 
laud  and  buildings,  pictures,  statues,  jewels,  some  kinds  of 
books  and  furniture  &c. — which  are  comparatively  durable;  aud 
consequently,  in  civilised  countries  are  often  handed  down  from 
father  to  son  for  many  generations.  Such  utilities  are  not 
commonly  included  by  economists  in  the  aggregate  of  which 
they  investigate  the  distribution :  but,  obviously,  they  cannot 
be  left  out  of  account  in  eatiinatiug  the  command — either  of 
individuals  or  of  the  community  generally— over  the  necessaries 
and  conveniences  of  life  within  any  given  period'. 

Still,  these  utilities  derived  from  domestic  labour  or  inherited 
consumers'  wealth  only  concern  us  in  a  secondary  and  indirect 
way :  our  primary  object  of  investigation  is  the  distribution  of 
the  produce  of  the  great  system  of  co-operation  through  exchange, 
which  forms  the  framework  of  modern  industrial  society.  We 
are  to  examine  the  causes  that  determine  the  shares  in  which 
the  aggregate  of  utilities  continually  produced  by  this  system 
is  divided  among  the  independent  individuals  who  have  co- 
operated in  producing  it.  We  shall  assume  generally  that  this 
division  is  brought  about,  as  it  mainly  is  in  a  modern  industrial 
community,  by  free  bargaining  among  persons  seeking  each  his 
private  interest, — extending  the  term  "private"  to  include 
"  dnmestie  "  interest,  in  the  case  of  husbands  and  parents.  We 
shall,  accordingly,  only  take  note  in  a  secondary  way  of  the 
domestic  redistribution  of  shares  industrially  earned,  among 
members  of  a  household  who  themselves  eani  little  or  nothing  ; 
and  also  of  the  almsgiving  aud  donations  of  wealth  for  public 
objects   by  which    the  inequalities  of  the  primary  industrial 


^  Of  course  to  Bome  extent  such  ntilities  are  striotly  '  produced '  within  the 
period ;  so  far,  namely,  as  they  are  dae  to  tlm  labour  ruqaired  from  time  to  time 
for  repairing  and  keeping  in  good  condition  houRoa  and  other  kinds  of  durable 
consumers'  wealth. 
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distribution  of  produce  are  mitigated  and  its  deiicienciea  supple- 
mented ; — i.e.  only  bo  far  as  these  siipplementaiy  redistributions 
inrtuenco  the  primary  industrial  division'.  And  so  far  as 
industrial  shares  are  to  any  considerable  extent  determined  by 
law,  custom  or  current  opinion  as  to  what  is  just  or  equitable, 
excluding  or  overriding  free  contract,  our  reasonings  will  only 
be  applicable  to  them  in  a  partial  and  qualified  manner^ 

We  shall  also  exclude  from  our  present  consideration  the 
important  share  of  the  produce  appropriated  by  Government,  so 
far  at  least  as  concerns  the  transfer  of  this  share  from  the 
possession  of  individuals  to  that  of  the  state,  by  means  of 
taxation:  though  when  we  consider  the  influence  exercised  on 
the  determination  of  wages  by  the  physical  needs  or  "  standard 
"of  comfort"  of  the  labourer  or  his  family,  we  must  of  course 
take  account  of  what  lie  is  required  to  pay  for  the  services 
of  government.  Mureover,  the  redistribution  of  the  collected 
taxes  among  the  members  and  employees  of  Government,  and 
in  the  way  of  governmental  expenditure,  so  far  as  it  proceeds  by 
free  contract,  is  to  a  great  extent  similar  in  its  determination 
and  eflFecta  to  the  distribution  through  free  contract  of  the  rest 
of  the  produce. 

§  2.  The  shares  of  this  industrial  distribution  are  classified 
in  ordinary  economic  discussion  as  (1)  Wages  of  labour — a  term 
which  may  conveniently  be  extended  to  include  what  are  more 
commonly  called  the  Earnings  or  Salaries  of  the  higher  kinds  of 
labourers;  (2)  Profits  of  persons  employing  labour  together  with 
capital  and  sometimes  land  ;  (3)  Payments  made  to  owners 
of  land  or  other  capital  when  employed  by  non-owners,  further 
distinguished  as  (o)  Rent  paid  for  land  or  buildings  and 
(b)  Interest  paid  for  the  use  of  '  money'  as  is  commonly  said,  or 
of '  capital '  as  economists  generally  say. 

Without  at  present  attempting  a  more  exact  demarcation  of 
these  different  shares,  it  is  easily  seen  that  each  share  repre- 
sents the  price  paid  by  society  for  a  certain  service  or  utility 

'  For  inetaaoe,  in  investigating  the  mimmom  below  which  wages  cannot 
permanently  tall,  the  effcxite  of  almagiring,  and  of  public  provision  for  paupers 
hAvc!  to  be  taken  into  account. 

*  In  Iho  laet  oLapter  of  this  book  I  bayo  endeavoured  to  reduce  within 
its  proper  limits  the  currently  recognised  opposition  between  Competition  and 
CuBtom. 
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contributed  by  the  recipient  of  the  share.  In  the  case  of 
Wages,  Iiitcrest,  and  Rent,  this  fact  is  obvious ;  since  Wages 
axe  paid  directly  for  Labour,  Rent  for  the  use  of  laud,  and 
Interest  for  the  use  of  money  or  other  capital.  A  little 
more  reflection  is  required  to  see  the  exact  nature  of  the 
utility  remunerated  by  Profits.  The  profit  obtained  in  any 
year  by  a  man  of  business  is  only  ascertainable  indirectly, 
by  taking  the  value  of  his  capital  (including  land)  at  the 
end  of  the  year,  adding  what  he  has  taken  out  of  his  busi- 
ness from  time  to  time  for  consumption,  and  subtracting  the 
value  of  his  original  capital.  In  many  businesses  the  result  of 
tliis  calculatioji  will  vary  very  greatly  in  different  years ;  some- 
times, doubtless,  falling  considerably  below  zero.  Still  we  may 
assume  that,  on  the  average,  the  profit  obtained  by  a  business  in 
which  a  given  amount  of  capital  is  employed  must  be  materially 
greater  than  the  interest  that  could  be  got  by  lending  the  same 
amount;  and  that  the  labour  and  thought  required  for  the 
management  of  capital  is  not — like  (e.g.)  the  labour  of  writing 
second-rate  poems — supplied  gratuitously  by  men  of  business  as 
a  class.  This  excess,  then,  of  average  profit  over  possible 
interest  (and  sometimes  rent)  is  to  be  regarded  as  the  price 
which  society  pays  for  the  employer's  labour;  and  we  may  call 
it,  after  Mill,  the  employer's  Wages  of  Management'. 

It  appears,  then,  that  in  all  cases  the  different  shares  of  the 
produce  are  obtained  by  what  is,  substantially  if  not  formally,  an 
exchange  of  certain  services  for  the  price  that  they  will  fetch  in 
the  market.  The  distribution,  in  fact,  that  we  have  to  in- 
vestigate is  essentially  Distribution  through  Exchange;  in- 
volving usually  a  double  exchange,  of  services  for  money  and. 
of  money  for  consumable  commodities.  It  is  from  this  in- 
timate connexion  of  the  two  notions  that  I  am  unable  to 
follow  Mill  in  separating  the  theory  of  distribution  from 
the  theory  of  the  exchange  value  of  material  commodities. 
Mill's  procedure  was  due,  I  think,  partly  to  an  eixoneous 
view  of  the  laws  governing  Wf^ea  and  Profits ;  partly 
to  a  wish  to  lay  stress  on  the  extent  to  which  the  shares  of 


'  Mill's  ovra  term  ia  "WageB  of  Superintendence";  but  "Superintendence" 
aeemB  to  me  leas  adapted  than  "Management"  to  denote  the  whole  of  the 
complex  fnnotion  of  the  entreprtnew  of  t,  bosinesa. 
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produce  have  actually  been  determined  not  by  free  bargaining, 
but  by  custom.  And  it  is,  no  doubt,  a  noteworthy  fact  in 
economic  history  that  Wages,  Interest,  and  Rent  have  con- 
tinued to  be  more  or  less  determined  by  Law  or  Custom  long 
after  the  prices  of  products  had  come  to  be  generally  settled  by 
the  free  "  higgling  of  the  market."  But  this  divergence  belongs 
to  a  stage  in  economic  development  which  the  most  industrially 
advanced  portions  of  civilised  mankind  have  now,  in  tlie  main, 
left  behind:  in  the  modern  industrial  community  Wages 
Interest  and  Rent  directly,  and  Profits  indirectly,  are,  in  the 
main,  as  much  determined  by  free  contract  as  the  prices  of 
material  commodities. 

It  remains  to  decide  whether  we  shall  examine  first  the 
remunerations  of  producers  or  the  prices  of  products.  1  have 
adopted  the  latter  course,  chieHy  because  in  exaraiiung  the 
prices  of  products,  we  shall  be  dealing  approximately  with 
concrete  facts,  phenomena  of  industry  admitting  of  statistical 
investigation  ;  wliereas  the  remunerations  of  different  classes  of 
productive  services,  as  defined  by  economists,  are,  to  a  greater 
extent,  elements  arrived  at  by  abstract  economic  analysis. 
Accordingly,  as  one  of  my  chief  aims  is  to  eliminate  con- 
troversies due  to  an  unguarded  use  ot  abstract  conceptions, 
it  seemed  on  the  whole  most  convenient  to  begin  as  close  as 
possible  t<>  concrete  facts,  and  proceed  gradually  from  them  to 
such  abstract  notions  as  (e.g.)  that  of  Ricardran  Rent.  I  shall 
therefore  occupy  the  two  following  chapters  with  an  examination 
of  the  laws  according  to  which  the  Exchange  Value  of  material 
products  tends  to  be  competitively'  determined.  The  value 
of  Money  will  require  a  separate  discussion,  as  the  defi- 
nition of  the  term  Money  ha.i  first  to  be  carefully  considered. 
Accordingly,  the  fourth  and  fifth  chapters  will  be  occupied 
respectively  with  the  Definition  of  Money,  and  the  theory  of  the 
Value  of  Money  ;  from  which  latter  subject  we  shall  pass  by  an 
easy  transitinn  to  the  detenuitisition  of  Interest,  with  whieii,  in 
the  sixth  chapter,  the  exposition  of  the  Theory  of  Distribution 
will  commence. 


>  I  have  adopted  tluB  phrase  aa  a  convenient  abbreviation  for  "  determined 
"under  the  inflaenoe  of  frpe  competition. " 


170  INTRODUCTION.  [Book  II. 

Note.  Mr  Walker,  in  his  instructive  book  on  The  Wages 
QuesHon  (chap,  i.),  states  that  "  vast  amounts  of  wealth  are  ex- 
"  changed  which  are  not  distributed ;"  giving  as  an  example  the  case 
of  a  small  American  farmer,  proprietor  of  a  farm  in  one  of  the 
Southern  sea-board  states,  for  which  he  and  his  family  supply  all  the 
labour  required.  He  says  that  all  the  cotton  produced  on  such 
a  farm  is  "  not  distributed,"  though  it  is  "exchanged,  being  sold 
"to  purchase  breadstuffs,  clothing,  West-India  goods,  <fec."  This 
seems  to  me  to  imply  a  misleadingly  narrow  view  of  Distribution. 
The  cotton,  no  doubt,  is  not  distributed  by  the  farmer;  but  I 
conceive  that  the  breadstuffs,  clothing,  Ac.  are  properly  regarded 
as  distributed  to  him.  They  constitute  his  share  of  the  aggregate 
produce  of  the  industrial  society  of  which  he  is  a  member ;  a 
share  which  increases  or  diminishes,  according  as  the  value  of 
the  service  rendered  by  him  to  society  in  producing  cotton  rises 
or  falls — that  is,  as  compared  with  the  services  rendered  by  the 
producers  of  breadstuffs,  iui.  And  similarly,  of  course,  the  cotton 
sold  by  him  will  be  distributed  through  exchange  among  other 
producers. 


CHAPTER  IL 

THEOEY  OF  EXCHANGE  VALUE  OF  UATEBIAL  PRODUCTa 

§  1.  The  main  assumptions  on  which  English  Economists 
since  Ricardo  have  generally  proceeded,  in  their  investigations 
of  the  laws  of  value,  have  been  briefly  discussed  in  an  earlier 
chapter*.  But  before  examining  the  theory  in  detail,  it  will  be 
desirable  to  state  these  assumptions  again  somewhat  more  fully; 
because,  although  the  actual  facts  of  industry  correspond  to 
them  approximately,  the  deg^ree  of  approximation  varies  very 
much  in  different  cases. 

1.  We  assume  that  every  person  concerned  in  the  ex- 
change of  the  article  in  question  aims  with  ordinary  intelligence 
at  selling  his  goods  for  the  highest  price  which  he  can  get  for 
them;  neither  Law  nor  Custom  intervening  so  as  seriously  to 
affect  the  success  of  his  endeavour.  When  this  assumption 
is  stated  in  its  most  general  form,  we  must  understand  '  price ' 
to  mean  'balance  of  total  advantages  obtained  by  the  trans- 
'  action  over  any  drawbacks  that  may  be  incident  to  it'  But, 
generally  speaking,  in  the  sale  of  material  products,  the  only 
drawback  is  the  expense  of  forwarding  the  article  to  the  buyer  (so 
far  as  this  is  undertaken  by  the  seller)  which  may  be  simply  sub- 
tracted from  the  price ;  while  the  advantages,  with  one  import- 
ant exception,  are  wholly  comprised  in  the  money-price  of  the 
article.  The  exception  is  that  a  dealer  frequently  has  an 
interest  in  dealing  with  one  class  of  purchasers  rather  than 
another,  with  a  view  to  the  establishment  of  a  business.  But 
within  large  limits  it  is  in  most  cases  true  that  any  differences 

>  Introdnction,  o.  iii. 
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amoug  purchasers  are  indifferent  to  the  seller  of  goods,  except 
so  far  as  one  offers  a  Ligher  money-price  than  another ;  and,  for 
simplicity,  I  shall  assume  this  to  be  the  case  in  the  following 
discussion. 

Generally  speaking,  there  are  many  independent  buyers  and 
sellers  making  similar  exchanges  at  approximately  the  same 
time :  and  if  they  act  without  concert, — though  the  effort  of 
each  party  to  obtain  the  most  favourable  terms  for  himself  will 
continually  tend  to  produce  an  approximate  uniformity  iu  the 
rates  of  exchange  for  similar  commodities — there  will  continually 
be  slight  variations,  due  to  the  varying  needs,  circumstances, 
and  judgments  of  different  sellers  and  purchasers;  and  the 
changes  in  price  of  which  we  are  about  to  examine  the  causes 
will  take  place  through  an  unconcerted  coincidence  in  direction 
of  these  individual  variation.s,  This  is  the  condition  of  things, 
denoted  by  the  phrase  "open  competition,"  which  ia  commonly 
assumed  in  economic  reasonings.  Under  certain  circumstances, 
however,  it  is  the  interest  of  dealers  in  a  commodity  to  enter 
into  a  deliberate  combination  to  dictate  terms  of  exchange ;  and 
here  and  there  an  indiWduat — say  an  eminent  artist  or  the 
proprietor  of  a  vineyard  of  special  quality — controls  the  whole 
supply  of  some  uuitjuely  valuable  commodity  and  can  singly  fix 
its  price.  More  often,  again,  Monopoly  and  Competition  are 
combined  :  an  individual  or  combination  controls  so  large  a  part 
of  the  supply  of  a  certain  article  as  to  be  able  to  raise  or  lower 
its  price  at  will  within  certain  limits,  but  not  beyond  them. 
Such  cases  of  Monopoly,  total  or  partial,  do  not  ordinarily  lie 
beyond  the  range  of  economic  science:  we  can  generally'  deter- 
mine the  rate  of  exchange  which  enlightened  self-interest  will 
prompt  the  monopolist  to  offer  by  reasoning  similar  to  that  by 
which  we  determine  the  results  to  which  open  competition 
would  lead  :  and  it  is  important  practically,  as  well  as  for 
theoreticjil  completeness,  to  do  this.  In  the  preseat  chapter, 
however,  I  shall  only  treat  of  monopoly  briefly  and  by  way  of 
introduction  to  the  theory  of  competitive  prices;  reserving  a 
fuller  discussion  of  monopoly  and  combination  to  a  later  chapter 
(Ch.  X.). 

'  The  chief  exceptional  case,  in  which  such  determination  may  be  exclnded, 
is  where  mouopoliat  is  bargaiaing  with  monopolist.    See  oh.  x.  §  £. 
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2.  Here,  therefore,  except  where  it  is  otherwise  stated,  I 
assume  that  the  competition  of  dealers  in  a  market'  is  perfectly 
free  and  open;  that  the  prices  at  which  transactions  actually 
take  place  are  readily  ascertainable  by  all  dealers ;  and  that,  in 
consequence,  at  the  same  time  and  place  wares  of  the  same 
quality  are  sold  for  approximately  the  same  money-price. 
Strictly  speaking,  we  have  no  ground  for  assuming  this  identity 
of  price,  except  where  the  quantities  sold  are  approximately  the 
same;  since  the  trouble  of  the  seller,  the  remuneration  of 
which  is  included  in  the  price,  does  not  vary  materially  with 
the  amount ;  so  that  we  should  expect  a  reduction  of  price  for 
large  transactions.  And  in  fact  such  a  reduction  is  actually 
made  in  certain  dealings  both  wholesale  and  retail.  E.  g.  it  is 
partly  on  this  account,  partly  from  the  importance  of  business 
connexion,  that  large  dealers  commonly  sell  to  the  retailers  of 
their  commodities  at  a  price  lower  than  that  charged  to  pur- 
chasers for  consumption.  But  in  wholesale  transactions  among 
dealers  it  is  generally  convenient  to  have  a  fixed  price  (per 
unit)  for  all  amounts  in  which  it  is  worth  while  to  deal  at  all ; 
and  for  simplicity  we  will  suppose  this  to  be  the  case  in  the 
transactions  which  we  examine.  I  shall  assume,  therefore,  that 
'  the  market  price '  of  which  we  speak  is  at  any  given  time  and 
place  the  same  per  unit  for  all  quantities  sold.  The  market 
need  not  necessarily  be  at  one  place ;  only  if  it  extend  over  a 
considerable  space,  the  price  cannot  be  assumed  to  be  strictly 
the  same,  but  the  same  allowing  for  expenses  of  transport. 

3.  I  further  assume  that  the  products  whose  price  we 
are  investigating  are  made  solely  to  be  sold ;  and  not  partly 
for  the  consumption  of  the  producer.  In  the  existing  organisa- 
tion of  industry,  the  extent  to  which  any  producer  supplies 
his  own  consumption  is  trifling  in  most  industries ;  and  so  far 
as  the  case  is  otherwise,  we  may  conveniently  avoid  complication 
by  the  fiction  of  supposing  the  producer  to  sell  to  himself  at 
the  market-rate  whatever  share  of  his  own  products  he  and  his 
family  consume.  Only  wherever  this  share  is  a  considerable 
proportion  of  the  whole,  as  is  sometimes  the  case  with  small 
agricultural  producers,  it  must  be  borne  in  mind  that  the  same 
individuals  have  to  be  regarded  in  two  aspects  at  once,  as  pro- 

>  For  the  meaning  of  market,  aee  p.  88. 
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ducers  and  consumers;  and  that  their  gains  in  the  latter 
character  will  partially  counterbalance  any  losses  through  cheap- 
ness that  may  befall  tbem  in  the  former  character. 

4.  A  minor  deviation  from  facts  which  it  is  convenient 
to  make  is  the  assumption  that  variations  in  price  are  con- 
tinuous. In  reality,  of  course,  the  dift'erence  between  the  dif- 
ferent prices  of  the  smallest  quantity  customarily  sold  can 
har<lly  be  less  than  the  smallest  current  coin ;  and  in  retail 
sales  of  low-priced  articles  this  necessity  practically  modifies  to 
an  important  extent  the  eflect  on  actual  prices  of  changes  in 
the  forces  determining  value. 

5.  Besides  "  commercial  competition " — to  use  Caimes' 
phrases, — I  also  assume  effective  "industrial  competition," 
withiu  the  region  contemplated.  That  is,  I  assume  that  pro- 
ducers as  well  as  traders  aim  at  selling  their  services  for  the 
highest  price  attainable,  and  therefore  tend  to  be  attracted,  by 
a  higher  rate  of  remuneration,  both  from  district  to  district, 
and  from  industry  to  industry.  Hence  I  infer  (1)  that  ap- 
proximately the  same  wages  vnW  tend  to  be  paid  for  the  same 
quality  of  labour  in  any  one  industry;  and  (2)  that  when  the 
remuneration  of  labourers  or  capitalists  in  any  industry  is 
known  to  be  higher  tlian  that  of  labourers  or  capitalists  in 
some  other  industry  not  entailing  materially  greater  sacrifice 
or  outlay  or  requiring  scarcer  qualifications,  the  dift'erence  will 
tend  to  be  gi'adually  reduced  by  the  attractions  which  this 
higher  remuneration  exercises  on  actual  or  prospective  labourers 
or  employers.  The  extent,  however,  to  which  this  tendency 
may  be  assumed  to  operate,  without  deviating  too  widely  from 
actual  facts,  will  require  careful  discussion. 

The  theory  of  market  values  or  prices,  aa  determined  by  | 
Supply  and  Demand,  depends  on  the  assumption  of  Commercial  | 
Competition  (so  far   as  combination   is   excluded):   while  the 
theory  of  "natural"  or  "normal"  values  or  prices,  so  far  &fi 
they  are  determined  by  Cost   of  Production,  depends  on  the^ 
assumption  of  Industrial  Competition. 

§  2.  J,  S.  Mill,  in  the  third  book  of  his  PoUtical  Economy, 
Ch.  I — VI.,  has  given  an  explanation,  lucid  and  in  the  main 
sound,  of  the  manner  in  which  the  operation  of  these  two  quite 
different  kinds  of  competition  is  combined.     Considering  the 
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wide  popularity  of  Mill's  treatiso,  it  seems  to  me  convenient  to 
begin  by  giving  a  summary'  of  his  exposition,  slightly  corrected, 
and  afterwards  to  discuss  more  fully  the  points  in  which  it 
seems  to  me  to  need  qualification  and  further  development 

"  The  temporary,  or  Market  Value  of  a  thing,  depends  on 
"  the  demand  and  supply ;  rising  as  the  demand  rises,  and 
"falling  as  the  supply  rises.  The  demand,  however,  varies 
"  with  the  value,  being  generally  greater  when  the  thing  is 
"cheap  than  when  it  is  dear;  and  the  value  always  adjusts 
"itseli*  in  such  a  manner,  that  the  demand  is  equal  to  the 
"supply. 

"Besides  their  temporary  value,  things  have  also  a  per- 
"manent,  or,  as  it  may  be  called,  a  Natural  Value,  to  which 
"  the  market  value,  after  every  variation,  always  tends  to 
"  return." 

In  considering  the  determination  of  this  natural  value,  we 
will,  in  the  first  instance,  assume  that  each  commodity  may  be 
treated  as  the  single  result  of  an  independent  process  of  pro- 
duction'. Making  this  assumption,  we  have  to  distinguish  three 
different  classes  of  commodities.  First,  there  is  a  small  class  of 
things  which — either  through  natural  scarcity  or  through 
monopoly — are  so  limited  in  quantity,  that  "  their  value  is 
" entirely  determined  by  demand  and  supply;  save  that  their 
"cost  of  production  (if  they  liave  any)  constitutes  a  minimum 
"  below  which  they  catmot  permanently  fall."  Secondly,  there 
is  an  important  class  of  things — chiefly  manufactured  aiticles 
in  which  the  main  element  of  cost  is  labour  of  some  ordinary 
kind — of  which  the  quantity  produced  may  be  increased  to  a 
practically  indefinite  extent,  without  any  consequent  material 
change  in  their  cost  of  production.  Any  such  article  may, 
accordingly,  be  regarded  as  having  at  any  given  time  a  uniform 
average  cost  of  production,  independent  of  the  amount  pro- 
duced :  and  this  being  so,  such  articles  tend  to  "  exchange  for 
"one  another  in  the  ratio  of  their  cost  of  production,  or  at  what 
"  may  be  termed  their  cost  value :"  that  is,  a  value  "  sufficient  to 


>  This  Bummory  Ib  puilj  taken  from  Mill's  owa  saminAry  ia  his  Book  m. 
c.  vi.,  partly  from  passages  in  the  preceding  chapters  of  tbo  same  book. 

*  The  more  com  pies  caae  of  oommoditiea  that  have  a  joint  cost  of  pro- 
duotioa  is  considered  later  (§  10  of  this  chapter). 
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"  repay  the  cost  of  production,  and  to  afford  besides  the  ordinary 
"expectation  of  profit  (regard  being  had  to  the  degree  of 
"eligibility  of  the  employment  in  other  respects)."  Hence  the 
value  of  such  things  "  does  not  depend  (except  accidenlaUy,  and 
"  during  the  time  necessary  for  proiluction  to  adjust  itself)  upon 
"  demand  and  supply ;    on  the  contrary,  demand  and  supply 

"depend  upon  it There  is  a  demand  for  a  certain  quantity  of 

"each  commodity  at  their  cost  value,  and  to  that  the  supply  in 
"the  long  run  endeavours  to  conform;"  through  the  desire  of 
capitalists  to  make  the  highest  possible  profits,  which  causes 
capital  to  be  continually  withdrawn  from  less  profitable  and 
invested  in  more  profitable  industries.  It  must  not  bo  supposed 
that  this  '  cost  value '  is  something  permanently  fixed :  it  is 
liable  to  change  continually — and  tends  generally  to  fall  some- 
what— as  industry  progresses ;  and  when  such  changes  occur, 
the  raai-ket  value  may  for  a  time  deviate  markedly  from  the 
coat  value.  Still,  it  is  not  necessary,  in  order  to  make  the  value 
of  a  thing  conform  approximately  to  its  cost  of  production, 
"that  its  supply  should  actually  be  either  increased  or  di- 
"minished....The  mere  possibility  often  suffices;  the  dealers 
"  are  aware  of  what  would  happen,  and  their  mutual  com- 
"  petition  makes  them  anticipate  the  result  by  lowering  the 
"  price." 

Finally  there  is  a  third  class  of  commodities — exemplified 
by  most  products  of  agriculture  and  raining — "  which  have  not 
"  one  but  several  costs  of  production ;  which  can  always  be 
"increased  in  quantity  by  labour  and  capital,"  but  only  at  a 
continually  increasing  cost.  The  natural  vahie  of  such  things 
is  "determined  by  the  cost  of  that  portion  of  the  supply  which 
"is  produced  and  brought  to  market  at  the  greatest  expense" — 
so  far  as  the  expense  is  not  due  to  unskill  or  exceptional  ill- 
fortune  on  the  producer's  part:  the  relation  of  natural  to 
market  value  being  similar  to  that  existing  in  the  case  just 
discussed 

Further  analysis  shews  that  "  Coat  of  Production  consists 
"of  several  elements,  some  of  which  are  constant  and  uni- 
"versal,  others  occasional  The  universal  elements  of  cost 
"of  production  are,  the  wages  of  the  labour,  and  the  pro- 
"  fits  of  the  capital.    The  occasional  elements  are,  taxes,  and 
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"  any  extra  cost  occasioned  by  a  scarcity  value  of  some  of  tlie 
"requisites. 

"  Omittiug  the  occasional  elements" ;  so  far  as  things  admit 
of  indefiuite  increase  at  a  uuiform  cost,  they  "naturally  and 
"  pc-rmanoiitly  fxchange  fur  each  other  according  to  the  com- 
"parative  amount  of  wages  which  must  be  paid  for  producing 
"  them,  and  the  comparative  amount  of  profits  which  must  be 
"obtained  by  the  capitalists  who  pay  those  w^ages. 

"If  one  of  two  things  cominaod,  on  the  average,  a 
"greater  value  than  the  other,  the  cause  must  be  that  it  re- 
"  quires  for  its  production  either  a  greater  quantity  of  labour, 
"or  a  kind  of  labour  pv-ruiaucntly  paid  at  u  higher  rate;  or 
"  that  the  capital,  or  part  of  the  capital,"  employed  in  buying 
that  labour,  must  be  iuvested  '"fur  a  lunger  period;  or,  lastly, 
"  that  the  pro<iuctiou  is  attended  with  some  circumstance  which 
"requires  to  be  cornpeusated  by  a  permanently  higher  rate 
"  of  profit."' 

The  furtlicr  explanation  and  qualification  of  the  theory 
above  summarized,  which  I  propose  to  give  in  the  present 
chapter,  may  bo  conveniently  commenced  by  removing  some 
ambiguities  in  the  cardinal  terms  used  in  stating  it.  lu  the 
first  place,  I  ought  to  explain  that  I  shall  generally  substitute 
the  term  'price' — which,  when  used  without  qualification  will 
always  denote  'exchange  value  in  money" — for  the  more 
abstract  term  'value'  which  Mill  prefers;  believing  that  the 
greater  familiarity  and  defiuiteuess  of  the  notion  of  '  price '  will 
render  it  cjisior  for  the  reader  to  follow  the  reasonings  of  this 
cL-vpter.  This  use  of  Price  for  Value  requires  us  to  suppose 
that  the  purchasing  power  of  money  relative  to  commodities 
in  general — exclusive  of  the  one  whose  value  is  investigated — 
remains  unchanged :  but  no  material  error  is  introduced  by  this 
supposition  at  the  present  stage  of  our  discussion. 

Secondly,  the  reader  should  bear  in  mind  that  in  the  notion 
of  Cost  of  Production  we  include  the  cost  of  bringing  to  market 
the  product  in  question.  In  investigating  the  prices  of  the 
products  of  International  Trade  we  shall  also  take  note  of  the 
further  cxpen.ses  that  may  have  to  be  borne  by  the  seller  or 
the  purchaser  of  the  product,  in  conveying  the  equivalent  of  the 
commodity  sold  back  from  the  market  to  the  place  where  the 
s.  p.  E.  12 
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seller  wishes  to  use  it.  But  this  consitleratioii  may  be  omittod, 
without  important  error,  in  dealing  with  coinniij<Titie.s  produced 
and  sohl  within  such  a  country  as  Etighind ; — to  which  in 
the  present  chapter  we  may  conveniently  confine  our  attention. 
Further,  there  is  an  ambiguity  in  the  ternis  describing 
changes  in  Demand,  which  requires  to  be  carefully  removetl.  It 
seems  to  tne,  as  to  Mill,  most  convenient  to  mean  by  "increa.se 
of  demand"  increase  of  the  quantity  demantled  of  an  article': 
but  if  so,  when  we  say  (1)  that  a  fall  of  value  causes  an 
"increased  demand"  and  (2)  again  that  "if  the  demand  in- 
creases the  value  rises"  there  is  an  apparent  inconsistency 
which  needs  to  be  cx{)Iaincd.  The  explanation  is  that  in 
affirming  the  first  projKisition  we  are  supposing  a  change  in  the 
value  of  a  connnodity  to  take  place  in  cimsequence  of  causes 
affecting  its  supply,  whiJo  the  purchasers'  estimate  of  its  com- 
parative utility  remains  unchanged.  We  assume  that  for  any 
given  price  there  is  a  certain  amount  which  purchasers  are 
willing  to  take  at  that  price;  and  that  supposing  other  things 
unchanged  this  amount  will  be  greater  when  the  price  is  lower 
and  less  when  it  is  higlier.  What  the  exact  extent  of  any  such 
variation  in  demand  will  be,  for  any  given  change  in  price,  we 
have  no  mean.s  of  knowing  a  prit>}'i*,  and  we  make  no  general 
assumption  with  regard  to  it.  All  that  we  assume  is  that  for 
every  rise  [or  fall]  in  the  price  of  a  commodity,  other  things 
remaining  the  same,  there  will  be  a  decrease  [or  increase]  in  the 
amount  of  it  which  can  be  sold  at  the  price*.     On  the  other 


*  Cairnes  prefera  to  meaaiirc  demand  not  by '  qaantity  of  comnioditj  de- 
'mnndod*  but  by  'tiuantity  of  purcImsiDg  power  offered  for  it';  and  there 
are  certainly  some  advantages  in  adopting  this  view  :  but^  on  the  whole,  I  prefer 
Mill's,     S«e  note  to  p.  233. 

'  We  may  observe  that  these  variations,  in  the  case  of  most  articles,  are 
iocluded  within  certain  liniit».  That  i?,  if  the  price  rose  beyond  a  certain  point 
people  could  not  aflord  to  purchase  the  commodity  at  all ;  and  if  it  fell  to  zero, 
tlie  demand  would  still  remain  finite.  But  as  the  changes  tliat  aetually  occur 
fall  considerably  witliiu  these  limits,  we  are  not  called  upon  to  lake  accoant  of 
them. 

"  This  asBtimption,  as  Tliomton  has.  pointed  out,  in  not  (onad  to  hold  in  all 
sales  that  actually  occur ;  it  may  easily  happen  that  nt  a  parliculnr  time  and 
place  a  moderate  change  in  the  price  of  a  given  article  would  not  alter  the 
number  of  persons  willing  to  purchase  it.  None  the  less  is  the  aasomption, 
I  think,  perfectly  legitimate  as  a  scientific  hypothesis  for  the  purposes  of  genera] 
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lianJ,  wlioii  we  speak  of  '  iirico  rising  as  demaiul  risoa"  we  are 
coutempliiting  the  efi'ect  of  some  clitxnge  in  the  causes  of 
demand,  other  than  variation  of  price.  We  are  supposing  that 
owing  to  sonvc  alteration  in  social  needs  or  desires,  or  in  the 
supply  of  some  other  commodity,  or  perhaps  in  the  general 
wealth  of  society,  the  amount  uf  the  commodity  in  question 
demanded  at  the  old  price  has  increased.  This  effect,  supposing 
the  supply  of  the  conmiodity  to  remain  unchanged,  is  commonly 
expressed  hy  saying  that  "the  Demand  is  in  excess  of  the 
Supply."  But  this  being  so,  according  to  our  general  assump- 
tion of  a  continuous  variation  in  demand  corresponding,  but  in 
an  opposite  direction,  to  any  variation  in  price,  there  will  be 
some  higher  price  at  which  tlio  demand  will  he  e(|ual  to  the 
supply;  it  is  obviously  the  interest  of  the  sellers  to  rai.se  their 
price  till  it  reaches  this  point,  and  tlu'  competition  of  the  buyers 
will  enable  them  to  rai.se  it.  It  thus  appears  that  the  phrase 
"  increase  of  demand  "  is  currently  used  to  denote  two  different 
facts:  (1)  the  increase  in  tpiantity  demanded  which  would 
res!i!t  from  any  fall  in  price,  supposing  other  conditions  of 
demand  Ui  remain  unchanged,  and  (2)  an  increase  in  the 
quantity  demanded  at  &  given  price,  due  to  changes  in  conditions 
of  demand  other  than  variation  in  price.  It  is,  I  think,  convenient 
to  have  two  unambiguous  terms  to  distinguish  these  two  dif- 
ferent kinds  of  change  in  demand;  and  I  think  it  will  be  in  ac- 
cordance with  usage  to  speak  of  the  former  as  an  eMengion 
of  demand,  and  of  the  latter  as  a  I'ise  or  inienidfication  of 
demand.  I  shall  therefore  always  use  these  terms  ^  and 
similarly  I  shall  u.se  "reduction"  and  "fall"  as  the  oppQ|ite8  of 
"  extrusion  "  and  "  rise  "  respectively.  j 

It  ought  to  be  borne  in  mind  that  not  only  may  the  demand 
for  any  one  commodity  vary  quite  differently  from  the  demand 
for  any  other,  but  also  that  the  demand  for  the  same  com- 
modity may  vary  differently  at  different  times.  In  fact,  if  we 
couUl   construct  a  scale   of  the   variatioim  in  demand  for  any 


dednctive  reasonini; ;  since  it  reprenenU  in  a  simple  form,  with  approximate 
accuracy,  tlie  most  important  facts  with  wliich  the  theory  is  concerned; — tij!., 
those  of  wholesale  trade  almoBt  iinivprsnlly,  and  to  a  f;reat  extent  thopc  of  retail 
trade  and  other  exchanges,  so  far  as  regards  comxuoditic:!  largvly  dealt  in  by 
pnrrhascra  of  Tarioaa  di^roes  of  wealth. 
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given  commodity  tliat  woulil  result  ceteris  panbus  from  any 
given  series  of  %'ariiitions  in  its  price,  we  should  duubtless  find 
sucL  a  scule  continually  varyin<^,  as  the  amount  of  wealtii  in  any 
comniuuity,  the  manner  of  its  distribution,  and  social  customs 
and  fashions  change.  I  have  before'  explained, — after  Jevons — 
how  the  price  of  any  ware  tends  to  con-ei?pond  to  the  "  final 
utility"  of  the  total  quantity  purchased;  i.e.  the  utility  of  the 
la.st  additional  portion  that,  according  to  the  resultant  estimate 
of  the  aggregate  of  purchaser!*,  it  is  just  worth  while  to  purchase 
at  the  price.  But,  in  applying  this  conception,  it  must  be 
borne  in  mind  that,  owing  to  the  unequal  distribution  of  wealth, 
the  same  price  represents  very  different  degrees  of  utility  in 
relation  to  different  purchasers.  E.g.  if  the  price  of  a  news- 
paper were  reduced  from  2d.  tu  Id.,  two  men,  one  rich  and  one 
poor,  might  he  thereby  itiJuced  to  take  it  in ;  but  the  Id. 
■would  represent  a  much  higher  estimate  of  its  value  in  use 
on  the  part  of  the  poor  man.  Thus  the  quantity  of  a  com- 
modity demanded  at  any  given  price  is  the  result  of  a 
number  of  very  diverse  estimates  of  its  final  utility  made  under 
indefinitely  varying  conditions :  and  each  variation  in  demand, 
corresponding  to  a  change  in  price,  is  generally  a  compound 
efifect  of  a  number  of  different  readjustments  of  these  estimates, 
rendered  necessary  by  the  change  in  price  ;  hence  any  cause  that 
aflfects  materially  any  of  these  estimates  will  tend  to  alter  the 
scale  of  variation.  But  for  our  present  purpose  it  will  be 
convenient  to  assume,  where  the  contriiry  is  not  expressly 
stated,  that  the  scale  of  demand  for  each  of  our  commodities 
remains  unaltered,  during  the  period  that  enters  into  our 
consideration. 

§  3.  Assuming  then  that  the  price  of,  and  demand  for,  any 
commodity  vary  together  continuously  but  in  opposite  direc- 
tions according  to  a  certain  scale,  it  is  evident  that  for  any 
given  quantity  of  the  article  "supplied"  or  oft'ered  for  sale, 
there  must  be  some  price  at  which  (^to  use  Mdl's  phrase)  "the 
"  equation  of  demand  and  supply  "  would  be  realised, — that  is, 
at  which  the  quantity  demanded  by  purchasers  in  general  would 
be  just  equal  to  the  given  quantity.     Hence,  if  the  quantity  of 


See  pp.  72,  73. 
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the  article  supplied  is  fixed  indepen<lently  of  its  price,  and  has 
to  be  sold  for  any  price  that  can  be  got  for  it,  this  Equation  of 
Demanil  and  Supply  will  determine  the  market-price  of  the 
article;  and  in  the  case  of  an  article  whose  price  is  kept  above 
cost  value  by  the  limitation  of  its  quantity,  the  natural  or 
normal  value  will  be  similarly  determined.  But,  in  most  oases 
we  canoot  assume  Supply  to  be  independent  of  price:  as  Mill 
himself  points  out,  demand  and  supply  are  frequenflyTqualTsed, 
not  by  an  extended  demand  resulting  from  cheapness^  but  by 
"  withdrawing  a  part  of  the  supply."  So  far  as  this  is  the  case, 
the  determination  of  value  is  necessarily  more  complicated  than 
Mill's  exposition  recognizes,  and  requires  a  fuller  investigation 
of  the  influence  of  Price  on  Supply. 

In  making  this  investigation,  I  shall  snppo.se,  in  the  first 
instance'  that  the  commodities  in  question  are  obtained  by 
dealers  from  producers,  and  that  any  second-hand  supply,  sent 
back  into  the  market  by  persons  who  liave  purchased  for  con- 
sumption, may  be  neglected : — a  supposition  which  is  actually 
true  of  almost  all  commodities  consumed  in  a  single  use,  and 
approximately  true  of  many  others.  It  will  be  convenient  to 
con.sidor  first  commodities  belonging  to  Mill's  first  class,  of  which 
the  Natural  no  less  than  the  Market  Value  is  stated  to  be 
determined  by  Supply  and  Demand.  These  are  commodities 
of  which  the  supply  is  insuflficicnt  to  satisfy  the  whole  of  the 
demand  that  would  exist  for  them  at  their  cost  value.  Mill' 
says  that  such  things  are  at  a  "  scarcity  "  or  "  monopoly  "  value. 
He  thus  u.ses  iv^  convertible  two  terms  which  I  find  it  necessary 
to  distinguish ;  since  it  makes  an  important  difference  in  the 
determination  of  the  value  of  a  scarce  article,  whether  its 
supply  is  (1)  controlled  by  a  single  seller,  or  several  sellers  who 
combining  act  as  one,  or  is  (2)  in  the  hands  of  several  sellers, 
competing  freely  with  one  another.  It  will  be  convenient  to 
use  the  term  "monopoly"  to  imply  the  former  state  of  things, 
and  to  call  the  latter  case  that  of  simple  "scarcity."  It  should 
be  observed  that  a  monopolized  article  will  not  necessarily  be 
scarce :  since  a  nuin  may  control  the  sole  supply  of  any  ware 

■  The  caae  of  second-hand  Kupply  is  diacnsscd  in  the  concluding  seotioo  of 
thiti  chapter. 

*  Following  Adam  Smith. 
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and  yet  be  iiiuibte  to  sell  it  at  a  price  excce<liiiij  the  cost  valtie: 
indeed  it  may  easily  ha])j>eu  that  he  has  to  sell  it  (if  at  all)  tor 
a  lower  price  still,  as  is  the  case  (e.g.)  with  the  authors  of  un- 
rt-ailable  bonks,  lint  we  need  nut  here  concern  ourselves  with 
a  uiouopoly  of  this  unprofitivble  kind. 

§  4.  Let  us  theu  begin  by  considering  how  supply  will  be 
determined  in  the  case  of  a  prufitiible  monopoly.  Here  it  sood 
appears  that  the  effects  of  monopoly  on  value  are  very  difierent 
under  diflcrent  conditions.  There  are  some  monopolized 
commodities  for  which  the  demand  is  keen,  while  the  whole 
amount  that  it  is  jwssibie  to  produce  is  very  limited,  and  the 
additional  expense  of  production  involved  in  prodticint;  a  larger 
amount  instead  of  a  smaller  is  comparatively  small.  In  the 
case  of  such  commodities,  the  decrease  in  price  retjuired  to 
extend  the  demand  sufficiently  to  meet  any  ptssible  exten- 
sion of  supply  mil  never  be  so  great  as  to  make  the  total  profit 
on  a  larger  tpiantity  less  than  the  total  profit  on  a  smaller. 
E.g.  if  the  average  produce  of  the  Johanni.=!berg  vineyard  were 
increased  by  one-haif,  without  any  decline  in  (piality,  it  would 
bo  necessary  to  lower  the  price  a  little  to  get  all  the  vintage 
sold  off;  but  it  would  not  be  necessary  to  decrease  it  by  nearly 
8o  much  as  one-third,  ao  that  (allowing  for  the  additional 
expense  of  production),  the  net  revenue  of  the  proprietor  of 
tlie  vineyard  would  be  considerably  increased.  lu  all  such 
case.s,  then,  the  determination  of  supply  is  very  simple:  since 
self-interest  will  lead  the  proprietor  of  the  commodity  to 
prtxluce  and  offer  for  sale  as  large  an  amount  as  he  can.  In 
other  cases  the  monopolist  has  to  limit  the  supply  artiticially,  in 
order  to  secure  the  highest  possible  net  profit:  thus — to  take 
Mill's  illustration — the  Dutch  East  India  Company  used,  in 
good  season.'^,  to  destroy  a  portion  of  the  produce  of  tlie  Spico 
Islands;  judging  that  if  they  tried  to  force  a  market  for  the 
whole  produce,  the  price  would  fall  so  much  that  their  net 
profit  would  be  materially  reduced.  In  cases  of  this  latter  kind 
it  is  obviously  possible  that  the  sale  of  a  larger  quantity  at  a 
lower  price  may  bring  in  the  same  profit  as  the  sale  of  a  smaller 
quantity  at  a  higher  price :  so  that  there  may  be  no  economic 
reason  why  the  monopolist  should  choo.se  one  of  the  two 
quantities  rather  than  (he  other:  the  "equation  nf  supply  and 
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"tleiHiind  "  may  thus  be  established  indifferently  at  either  of 
the  two  different  values'. 

So  far  the  articles  considered  have  been  luxuries ;  for  which 
the  maximum  price  obtainable  is  closely  limited  and  coukl  not 
exceed  an  amount  small  in  proportion  to  the  whole  resources 
of  the  purchasers.  But  it  is  quite  conceivable  that  an  article 
ahaotuti'ly  necessary  to  subsistence  might  be  thus  monopolized ; 
in  which  case  the  possible  pecuniary  gain  of  the  monopolist,  ou 
the  assumption  of  perfect  commercial  freedom,  would  theo- 
retically amount  to  the  whole  spare  wealth  of  the  region 
affected  by  the  monopoly.  In  practice,  no  doubt,  the  fear  of 
jiojjular  indtgnatiiin  or  legal  interference  would  generally  keep 
the  monopolist's  charges  far  below  this  theoretical  maximum, 

§  5.  Let  us  now  consider  the  case  of  what  I  have  called 
"simple  scarcity  value  ;"  Le.  where  a  commodity,  kept  through 
scarcity  above  cost  price,  is  sold  by  a  number  of  persons  who  do 
not  combine.  Here,  generally  speaking,  the  amount  of  supply 
will  be  practically  settled  by  the  dealers  selling  all  that  they 
can  bring  to  market.  But  it  may  happen  here — ^just  as  in  the 
case  of  strict  niunupoly, — that  if  each  individual  Keller  aimed 
intelligently  at  obtaining  the  greatest  possible  profit,  and  were 
able  to  rely  on  an  o<ptal  exercise  of  enlightened  self-regard  on 
the  part  of  jill  ihe  rest,  each  would  artificially  limit  his  supply: 
though  the  limitations  thus  introduced  would  generally  bo 
different  from  those  of  a  strictly  monopolized  commodity.  For 
a  point  at  which  it  would  be  the  combined  interest  of  the  sellers 
to  stop  the  supply,  if  only  each  could  rely  on  all  the  others 
doing  the  same,  would  generally  be  a  point  at  which  it  would 
be  any  individual  seller's  immediate  interest  to  add  to  his 
supply;  since  the  fall  in  the  price  of  his  conrmo<lity  caused  by 
this  addition  would  generally  be  more  than  compensated  by  the 
profit  on  the  extra  amount  that  he  would  sell ;  and  thus  self- 
interest  without  concert  would  prompt  each  and  all  to  enlarge 
the  supply  until  it  reached  the  point  at  which  each  would 
immediately  lose  by  going  further.     But  the  determination  of 


'  For  BiaiplJeity's  sake  I  hire  omitted  the  consideration  of  the  varying  tinu 
retxitired  for  dJHpuiiiug  of  the  stock  of  a  commodity,  according  to  the  price: 
for  tliie  see  §  Ci. 
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tbis  point  baa,  I  conceive,  banily  any  practical  iiilerost' ;  since 
in  practice  aucli  sellers — if  couibiuation  were  for  souic  reason 
impracticable — would  be  almost  certain  to  go  beyond  this  point, 
and  to  sell  as  much  as  thej  coidrl.  For  though  each  ■would 
immediately  lose  somewhat  by  so  doing,  Lis  own  loss  would  bu 
much  less  than  the  loss  he  would  inflict  on  the  rest ;  since  the 
price  would  fall  for  all  alike,  while  he  alone  would  be  parlly 
compensated  by  Ids  profit  on  the  extra  amount  he  sold.  On 
the  other  hand,  if  one  seller  were  mistakenly  to  limit  his 
supply,  ho  would  injure  himself  alone,  while  slightly  benefiting 
his  rivals.  Under  tbese  conditions  the  coolest  self-interest 
uould  prefer  to  err  in  the  direction  of  extending  supply ;  so 
that  each  would  find  it  better  on  the  whole  to  guard  against 

>  Merely  for  the  sake  of  illastmtion,  I  hare  worked  oat  the  following 
eicaraple  of  wh«t  iniKht  occur  if  the  supply  of  a  commodity  wore  controlled  by  a 
Knmll  niiinljer  of  persons  who  did  not  combine,  supposing  that  the  conditioriB  of 
demand  were  precisely  known  aud  that  each  could  thoronf;hly  rely  on  the 
enlighteacd  self-interost  of  the  otbers.  Let  us  Buppose  that  tliere  arc  two 
springs  of  minerttl  water  of  the  Bame  quality,  possesBcil  aud  worked  by  two 
diflereut  persons.  Let  us  suppose  that  the  necpsMry  expense  of  working 
each  spring  is  £i>0  a  month  (including  ordinary  profit  on  the  capital  laid  out  in 
the  origiunl  purchase)  and  that  the  expeUBe  of  bringing  to  uiiirket  each  ad- 
ditional AiiLva  buttles  of  the  water  may  be  estimated  iit  Is.  Let  us  suppose  the 
demand  to  l>e  of  such  a  kind  that  50O  dozen  bottler  a  month  can  be  sold 
fur  9^.  6d.  a  dozen,  bat  that  the  price  must  be  lowered  to  b*.  to  take  off 
KKK)  dozen  a  month;  while  if  the  supply  were  increased  further  the  price 
per  dozen  would  have  to  be  reduced  eo  much  tbat  the  ^ain  on  the  adJitiunal 
noiiut  sold  would  not  couippnsate  for  the  loss   on    Ibe  rest.     Under  these 

cumstanoes  it  would  obviously  be  more  proittahlc  for  the  two,  if  they  could 
act  ill  concert,  to  produce  only  .lOO  dozen  a  month  :  as  in  this  ease  they  would 
divide  an  extra  profit  of  £112.  111*.  (.500  x  8*.  Cd.  -  £  1(H)),  while  if  they  sold  1000 
dozen  Ihoy  would  only  divide  £lnO  (10;>0x  J*.  -  £1(10).  But  if  there  is  no 
concert  between  tliem,  it  will  not  be  the  interest  of  each  to  limit  his  production 
to  250  dozen:  for  if  either  were  to  do  this  it  would  obviously  be  the  iuterest 
of  the  other  to  increase  his  own  production  to  750  dozen  ;  since  by  tliat  means 
he  would  gain  an  extra  pront  of  £100  (750  x  4*.  -  £50),  whUe  it  would  be  a 
matter  of  indifference  —or  even  satisfaction — to  him  that  his  rival's  extra  profit 
was  sittiultaticoiiBly  reduced  to  zero.  Each  therefore  woidd  extend  his  pro- 
dticlion  to  500  dozen;  but  not  further  if  he  could  rely  entirely  on  the  en- 
lightened self- interest  of  the  other. 

A.8  I  have  said  in  the  text,  the  realization  of  the  conditions  supposed  is 
practically  out  of  the  ijuestion :  but  the  case  has  a  certain  theoretical  interest, 
as  a  conceivable  Irnnsiiional  link  between  Monopoly  and  Competition.  My 
coureptiou  of  it  is  derived  from  Cournot  [Principe*  MathiiiuiUquei  tie  ia  Ihiorie 
<Ui  Iiieht$ie$). 
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the  danger  of  such  ern>r  on  the  part  of  others,  by  extending  his 
own  supply:  so  long,  that  is,  as  it  remained  at  a  scarcity  value. 
Hence  in  the  case  of  a  scarce  article  sold  under  open  competition, 
the  equation  of  supply  and  demand  is  practically  almost  cerlain 
to  be  realized  by  the  simple  process  of  selling  the  whole  supply 
for  what  it  will  fetch. 

§  G.  Let  us  pass  to  consider  how  the  market-price  will  be 
determined  iu  the  case  of  a  commodity  of  which  the  supply  can 
be  indefinitely  increased.  We  have  seen  that  industrial  com- 
petition continually  tends  to  make  such  market-price  grajitate 
towards  what  Mill  calls  the  "natural"  or  "cost"  price  of  the 
commodity,  though,  through  transient  variations  in  Sujj|tly  or 
Demand,  it  is  continually  liable  to  deviate — up  or  down — from 
thia  natural  price.  The  question  then  is,  how  the  exact  point 
which  it  at  any  time  reaches  in  its  oscillations  will  be  com- 
petitively determined;  since  it  is  clear,  as  was  said,  that  the 
quantity  otferetl  will  depend  on  the  price  as  well  as  the 
quantity  demanded  :  dealers  are  continually  derided  to  sell  or 
hold  their  stocks  by  the  price  prevailing  in  the  market.  Let  us 
assume  iu  the  first  instance  (1)  that  production  and  consumptioh 
continue  at  a  uniform  rate  through  the  year,  and  (2)  that  the 
commodity  is  not  one  that  will  deteriorate  through  being  kept. 
Then,  if  we  take  any  single  dealer  who  has  a  stock  of  the  com- 
modity, we  see  that  he  will  gain  by  selling  it,  unless  he  has 
rea.son  to  expect  that  the  price  at  some  definite  distance  of 
time  will  be  higher  tlian  the  present  price  by  an  amoimt  more 
than  sufficient  to  compensate  him  for  his  loss  of  interest  or 
Iirofit'  on  the  capital  locked  up  in  the  unsold  stock,  together 
with  the  expense  and  trouble  of  taking  care  of  the  goods. 
Hence,  if  we  suppose  that  all  the  dealers  have  full  information 
and  perfect  foresight,  and  that  nouc  of  them  would  have  to  pay 
more  than  ordinary  interest  on  borrowed  money,  we  may  infer 
that  compolitioii  will  keep  the  price  at  the  point  at  which  tliere 
is  equal  expectation  of  advantage  in  selling  or  holding  back: 

'  Whotber  the  dealer  will  require  to  be  compensated  for  loss  of  interest 
merely,  or  for  loss  of  profit,  depends  upon  tho  condition  of  hiB  buRine^s.  If  he 
does  not  see  hii  way  to  nsing  money  proOtably  iu  h\s  own  line  of  business, 
be  will  only  consider  that  he  has  to  be  compensated  for  loss  ot  interest :  but  if 
business  is  flourishin;;,  be  will  couisidur  that  he  could  be  e&rniug  traders'  profit 
on  the  money  locked  up. 
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i.e.,  at  wliiL'h  any  expected  rise  in  prices  is  estimated  as  just 
sufficient  to  compensate  for  expense  and  loss  nn  the  stock  kept 
back.  Thus,  so  long  aa  the  price  at  any  time  Is  raised  above 
coat  price,  tliese  hypothetical  dealers  will  sell  all  their  stocks, 
unless  they  foresee  in  the  proximate  future  a  rise  in  demand 
more  than  sufficient  to  counterbalance  the  increase  of  siqiply' 
which  the  high  price  will  \.m\<i  to  cause.  If,  ou  the  other  hand, 
the  market-price  should  fall  below  cost  price,  owing  to  a 
temporary  over-production,  the  action  of  the  dealers  in  keeping 
back  supply  will  check  the  fall  at  the  point  at  -which  the  differ- 
ence between  cost  price  and  mtirket-price  is  estimated  as  about 
equal  to  the  probable  loss  on  the  stock  kept  ba'^k,  during  the 
time  expected  to  elapse  before  the  price  rises  again  to  cost 
point.  Such  would  be  the  result  under  the  simplified  conditions 
that  we  have  supposed  ;  and  such  will  tend  to  bo  the  result,  in 
proportion  as  these  conditions  are  approximately  realised  in 
practice.  But  actually,  of  course,  the  supply  that  is  kept  back 
in  any  market  partly  depends  ou  differences  of  opituun  on  ihe 
part  of  different  dealers  as  to  the  future  prospects  of  sTjppIy  (or 
demand).  It  also  depends,  to  a  perhajis  greater  e.xtent,  on 
differences  in  another  condition  in  which  the  theory  as  above 
given  assumed  uniformity.  We  have  spoken  of  "loss  of  interest" 
as  if  there  were  a  uniform  rate  of  interest  for  all  dealers ;  but  it 
commonly  happens  that  any  trading  body  includes  dealers  in 
very  different  pecuniary  circumstances,  and  some  who  would 
have  to  borrow  at  a  higher  rate  than  others.  Hence  these 
dealers  may  gain  by  selling  off  their  goods  at  a  price  at  which 
others  will  gain  by  keeping  them  back. 

It  may  be  observed  that,  under  our  hypothetical  conditions, 
a  rise  in  the  general  rate  of  interest  will  tend  to  increa.sc  tljo 
oacillation.s  of  market-price,  by  rendering  it  more  ine.vpedieat  for 
dealers  to  keep  back  supply.  A  siraUar  effect  will  be  produced 
by  any  liability  to  deterioration  in  an  unsold  commodit)'.  In 
an  extreme  case  the  deterioration  niiglit  be  so  inevitable  and 
rapid  that  it  woidd  never  be  the  dealer's  interest  to  keep  any 
part  of  the  sui>p!y  longer  than  a  single  day;  in  which  case  the 

'  Thv8  increase  may  be  caused  either  by  stiuiululing  production  within  the 
area  from  wliicb  tlio  market  in  iiuestion  has  previously  beta  eti]ipli(jd ;  or  by 
extuoding  this  area,  and  attracting  supplies  from  more  distaut  producers. 
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price  wonltJ  teini  to  be  fixed  so  tiiat  the  day's  demand  should 
tttke  oft'  the  dny's  supply. 

Fiijally,  tl»e  saine  geuera!  principle — that  supply  will  on 
the  average  tend  to  be  held  back  to  an  extent  just  sufficient  to 
repay  the  loss  of  interest  involved  in  holding  back — will  enable 
us  to  solve  the  slightly  more  complicated  problems  presented  by 
commodities  of  which  the  supply  and  demand  are  uot  approx- 
imately uniform  and  continuous.  SnpiMJse  (e.g.)  that  an 
article  is  produced  only  in  one  part  of  the  year,  whilo  the 
intensity  of  the  demand  for  it  is  uniform  throughout  the  whole 
year,  as  is  the  case  with  the  chief  a^'ricnltural  jiroducts.  Here 
the  competition  of  producers  and  dealers  will  tend  to  adjust 
the  supply  actually  brought  to  market  so  as  to  keep  the  price 
tlinnigliout  the  year  at  a  level  that  gradually  rises,  as  the 
time  of  completion  of  the  last  harvest  recedes  into  the  past ;  in 
order  to  compensate  for  the  interest  lost  by  keeping  produce 
un.^sold — apart  from  any  further  ri.se  or  fall  that  may  be  caused 
by  good  or  bad  expectations  of  the  coming  harvest.  But  here 
again  we  have  in  practice  to  take  account  of  ditfereuces  in  the 
knowledge,  foresight,  and  pecnuiary  circumstancca  of  difl'erent 
dealers  ;  and  also,  of  coui-se,  of  the  complex  variations  in  supply, 
and  in  facilities  for  conveyance,  which  a  world-wide  trade  in- 
volves. 

§  7.  So  far  I  have  not  expressly  adverted  to  the  effects  of 
sjicculativo  sales  and  purchases.  But  in  fact,  in  tliscii8.><ing  the 
]irobleQ)  of  market-value  in  an  abstract  and  simplified  form, 
it  was  tacitly  a-ssumed  that  the  legitimate  work  of  specula- 
tion, in  reducing  the  fluctuations  of  price  that  would  otliorvvise 
result  from  fluctuations  of  supply  and  demand,  would  bo 
completely  performed  without  any  special  class  of  speculators; 
through  the  eulightencd  self-regard  of  ordinary  dealers,  prompt- 
ing them  to  hold  .i^tocks  when  the  price  fell  and  sell  wlien  it 
rose.  And  of  course,  even  luider  the  conditions  of  actual 
business  this  assumption  is  largely  realised  ;  and,  so  far  as  this 
result  of  speculation  is  concerned,  tlie  only  consequence  of  the 
development  of  a  special  class  of  speculators  is  that — as  in  other 
cases  of  division  of  labour — the  work  is  likely  to  be  more 
expertly  performed.  But  the  question  still  remains,  how  far 
speculation   tends   normally    to  produce  only  this  moderative 
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effect.  According  to  MilJ,  this  is  necessarily  tbe  case  so  far  ag 
the  speculatura  themselves  profit  by  their  operations.  He 
admits,  of  course,  lliat  these  have  sometimes  the  opposite  effect 
of  causing  or  aggravating  tluctiiatious:  but  he  holds  that, 
whenever  this  happens,  the  speculators  themselves  are  the 
greatest  losers.  Thus  he  concludes  that  "the  interest  of  the 
"  speculators  as  a  body  coincides  with  the  interest  of  the 
"public;"  and  "they  can  only  fail  to  serve  the  public  interest 
"  in  proportion  as  they  miss  thoir  own'." 

If  we  exclude  the  supposition  of  monopoly  effected  by  com- 
bination anKni<^  the  speculators,  this  conclusion  seems  to  me  in 
the  main  sound,  at  least  so  far  as  markets  for  material  products* 
are  concerned  ;  since  those  who  purchase  these  products  for  use 
generally  consider  themselves  as  good  judges  of  their  quality  as 
the  .speculators  can  be,  and  arc  not  likely  to  be  deluded  into 
buying  bad  or  useless  wares  through  any  operations  of  the  latter. 
But  even  with  these  limitations  Mill's  doctrine  is  not  altogether 
true ;  since  so  far  a.s  the  changes  in  value  which  the  speculator 
foresees  and  profits  by  are  not  alternatioDS  but  comparatively 
permanent  steps  in  one  direction  or  the  other,  his  gains 
are  often  made  at  the  expense  of  the  public  ;  inasmuch  as 
his  operations  do  not  render  prices  more  stable,  but  merely 
antedate  the  rise  or  postpone  the  fall  in  price  that  would  have 
occurred  without  them. 

If,  however,  the  possibility  of  combination  be  admitted, 
Mill's  reasoning  obviously  fails  as  regards  all  commodities  for 
which  the  demand  diminishes  but  slightly  as  the  pricu  rises,  so 
that  (within  tlie  tnnits  that  "we  have  practically  to  consider) 
the  total  price  of  the  amount  that  can  be  sohi  at  each  rate 
continually  increases  a^  the  amount  itself  diminishes.     lu  the 


1  Pol.  Eton.  Book  IV.  c.  ii.  %  5, 

'  If  the  reasoning  ie  iiitcndml  to  apply  to  actual  markets  for  tecuritien,  it 
involves  the  iniixjrtiint  error  of  ncglcotinf»  llic  influence  exercised  by  tho  example 
of  the  spoculatora  on  a  public  conscious  of  its  ignorance  of  the  arlicle.i  jiur- 
chased.  In  such  markets  it  often  hsppens  that  ftrtificial  (iiictuntioni  in  tjie 
valnes  of  sound  secnrities,  and  even  artificial  elevations  of  the  prices  of  worth- 
less ones,  when  once  stiirteil  by  speculative  sales  aud  purcLasea,  are  carried 
considerably  further  by  tlw  blind  imitation  of  boiw  jidf  luveHtora;  and  so  become 
a  source  of  profit  to  the  gpccnlntors  who  are  able  to  seH  at  the  inflated,  or  buy  at 
the  lowered,  rates  which  they  hftve  thna  indirectly  caused. 
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case  of  all  such  commodities  it  is  quite  possible  for  a  combina- 
tion of  dealers,  by  buying  up  the  whole  or  a  great  part  of  the 
stock  in  the  market,  to  gaia,  through  the  high  price  obtained 
for  a  portion  of  what  they  have  engrossed,  more  than  enough  to 
compensate  them  for  any  loss  on  the  remainder.  Food  and 
other  necessaries  of  life,  as  Mill  himself  explains,  are  commodi- 
ties of  this  class.  There  is  no  doubt  (e.g.)  that  a  combination 
to  raise  the  price  of  com  might  be  a  source  of  great  profit  at 
the  public  expense,  if  only  the  combining  dealers  could  secure  a 
sufficient  hold  of  the  stock  in  the  market,  and  if  an  outburst  of 
public  indignation  against  such  "forestalling  and  regrating" 
did  not  interfere  with  the  operation'.  ^^^^ 

§  8.  Let  us  now  examine  more  closely  the  determination 
of  "  natural "  or  "  cost "  price.  Mill  and  other  economists  of  the 
Ricardiau  school  usually  speak  as  if  this  was  determined  in- 
dependently of  the  demand  for  the  commodity :  but  it  is  clear 
that  this  cannot  be  the  case  with  commodities  of  Mill's  third 
class,  which  can  only  be  increased  at  a  continually  increasing 
cost.  Mill  says  that  the  natural  value  in  such  cases  is  de- 
termined "  by  the  cost  of  production  of  the  portion  of  the  supply 
which  is  produced  and  brought  to  market  at  the  greatest 
expense  " :  but,  obviously,  this  cost  is  only  determined  when  the 
whole  amount  that  it  is  the  producers'  interest  to  produce  is 
determined  ;  and  this,  by  Mill's  own  account,  must  depend  on 
the  demand.  It  is  evident,  therefore,  that  the  cost  price  of 
commodities  of  this  class  depends  on  the  conditions  of  pro- 
duction and  demand  taken  together :  it  is  the  price  which  would 
just  remunerate  the  producers  of  the  mo.st  (necessarily*)  costly 
portion  of  the  whole  amount  demanded  at  that  price.  Com- 
petition will  obviously  tend  to  cause  an  extension  of  the  supply 
until  the  price  is  brought  down  to  this  point :  and,  obviously, 
it  cannot  tend — except  through  transient  error — to  cause  any 

*  The  famous  "gold  ring"  in  New  York  in  1869  is  a  striking  instance  of  a 
snccessfal  combination  of  this  kind:  for,  as  all  wholesale  trade  was  carried 
on  apon  a  gold  basis,  the  metal  was  indispensable  to  solvency  though  not  to 
life;  while  as  the  ordinary  currency  consisted  of  inconvertible  paper,  the 
amomit  of  gold  easily  obtainable  was  small  enough  to  admit  of  being  mono- 
polized. 

*  I  mean  by  "necessarily"  that  the  extra  cost  is  not  due  to  want  of  average 
skill  and  good  fortane  on  the  prodnoers'  part. 
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further  extension.  F'or,  after  this  point  lias  been  reached,  any 
further  increase  of  average  supply  would  invohe  an  increased 
cost  of  production  of  the  most  costly  portion  of  the  supply ; 
while  the  extension  of  demaiul  necessary  to  take  off  the  in- 
creased supply  would  involve  a  decreased  price ;  so  that  the 
producers  would  lose  doubly. 

It  remains  to  ask  whether  there  is,  as  Mill  holds,  a  "large" 
class  of  commodities  which  may  be  properly  regarded  as  having 
a  cost  of  production  independent  of  the  cpiantity  from  time  to 
time  demanded  and  supplied.  T  think  it  probable  that  there 
is  a  large  class  in  reference  to  which  sucli  an  assumption  would 
not  involve  any  very  material  error:  but  it  can  only  be  through 
an  accidental  balance  of  diverse  effects  that  changes  in  tlie 
demand  for  a  commodity  tetid  to  leave  its  cost  of  production 
altogether  unaltered.  This  will  appear  when  we  look  more 
closely  at  the  elements  of  this  cost.  The  "  universal  elements," 
as  Mill  says,  are  wages  and  profits:  the  occasional  elements, 
taxes  and  any  extra  cost  occasioned  by  the  scarcity  value  of 
some  of  the  requisites.  Omitting  taxes,  it  is  clear  that  when 
any  iustrumeut  or  material  required,  directly  or  indirectly,  for 
the  production  of  an  article  is  so  limited  in  supply  as  to  have 
a  scarcity  value,  an  intensified  demand  for  the  product  will 
tend  to  cause  a  rise  in  the  price  of  the  requisite  and  con- 
sequently a  rise — of  course  proportionally  smaller — in  the  price 
of  the  product.  And  this  result  must  also  tend  to  follow  when 
the  requisite  belongs  to  Mill's  third  clas.s  of  commodities  which 
we  have  just  been  considering:  for  (as  we  have  just  seen)  a 
rise  of  demand  tends  to  cause  an  increase  in  what  we  may  call 
— after  Jevons — their  "final"  cost  of  production'  and  therefore 
is  their  "natunil"  price.  And  as  tliis  third  class  includes 
"generally  all  the  rude  produce  of  the  earth,"  it  would  seem 
that  this  action  of  demand  on  price  must  affect  everything 
made  out  of  this  rude  produce, — that  is,  almost  all  the  products 
of  industry. 

There  arc,  no  doubt,  many  manufactured  articles  in  whose 
cost  of  production  the  raw  produce  required  directly  or  indirectly 
constitutes  so  small  an  item  that  the  tendency  of  a  rise  in  the 


'  That  is,  the  cost  of  prodnctioa  of  the  costliest  portion. 
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fk-maiitl  for  tin-  tnannfjictdrcd  proiluct  to  increase  this  item  inny 
be  neglected  without  material  error.  In  the  case  of  such 
products,  then,  we  need  only  coiisitler  whether  changes  ia 
demand  tend  to  affect  the  "imivensal  elements"  of  cost  of  pro- 
duction; which,  according  to  Mill's  analysis,  arc  "wages  and 
profits", — including  the  profits  of  the  capitalist  M-ho  finally 
brings  the  ware  to  market,  as  well  as  those  of  other  capitalists 
whom  he  reimbnrses  in  his  payments  for  machinery'  &c.  To 
this  Oairnos'  ha.s  forciUly  objected  that  "cost  of  production" 
ought  to  mean  the  "  sacrifices  iindcrf»oue  by  producers,"  and  that 
Mill's  use  of  the  term  "confounds  things"  so  "profoundly  op- 
"  po-sotl  to  each  other  aa  cost  and  the  reward  of  cost;"  and  it  ia 
certsiinly  important  to  draw  attention  to  the  dift'erence  between 
the  amount  of  eflurts  and  sacrifices  involve<l  in  production,  and 
the  amount  of  rcinutieration  which  these  efforts  and  sacrifices 
obtain.  But  in  order  to  give  meaning  to  Caimes'  own  statement 
that,  if  competition  be  perfect,  "commodities  will  exchange  in 
"proportion  to  their  costs  of  production,"  we  require  a  common 
measure  of  these  eflforts  and  sacrifices';  and  I  conceive  that  this 
common  measure  can  only  be  found  in  their  price.  For  sujtpose 
(e.g.)  thatj  other  thiiig3  remaining  the  same,  there. ia  a  general 
fall  in  the  price  paid  for  the  use  of  capital :  industrial  competition 
must  certainly  tend  to  reduce  proportionally  the  price  of  com- 
modities whoso  production  requires  much  capital  :  and  similarly 
if  the  price  of  any  particular  kind  of  labour  falls  relatively 
to  any  other. 

If,  however,  we  hold  with  Mill  that  cost  of  production  haa 
to  be  estimated  ia  terms  of  remnnenition  and  not  of  sacrijice, 
the  statement  that  commodities  tend  to  "  exchange  for  one 
"another  in  the  ratio  of  their  coat  of  production"  must  be 
admitted  to  give  only  an  incomplete  account  of  the  manner  in 

I  Mill  niggeiu  (III.  ch.  iv.  §  6)  this  extension  of  the  notion  of  ■eoat  of 
'prodnction'  tbpni;h  he  docs  not  exactly  adi'pt  it.  It  may  seem  paradoxical 
to  include  in  cost  of  production  profita  tliat  are  not  yet  realized:  but  the 
paradox  disappcara  when  wc  consider  that  it  is  not  the  actual  prcilit,  but  the 
e:cpteiaiion  of  profit,  which — feUrU  ;>an'&«ii— determines  the  flow  of  capital  to 
one  industry  rather  than  another;  and  vrhich  in  thun  the  efficient  cauuo  ol 
the  variations  in  supply  which  raise  or  lower  the  market  price. 

*  finme  Ltiidiiiij  Princiiilm,  Part  I.  c.  iii. 

•  We  clearly  cannot  definitely  think  of  anything  being  "in  proportion  to" 
l>n  aggregate  of  lacommensurableH. 
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^vliich  their  "  natural  '*  valuu  is  dt'terniineil.  It  analyses  tLe 
total  value  of  any  product  iuto  the  partial  values  of  wlaicL  it  is 
compounded, — chiefly  the  values  of  the  services  of  diflferent 
labourers  and  capitalists — ;  but  it  does  not  explain  the  detor- 
minatiou  of  these  partial  values,  Indeed  without  further 
explanation  the  proposition  might  be  interpreted  as  an  in- 
significant truism  ;  since,  in  a  certain  sense,  as  Cairnes  pointedly 
observes,  wares  must  always  exchange  in  the  exact  ratio  of  their 
cost  of  production  r  as  what  remains  over  of  the  price  of  any 
ware,  after  reimbursing  outlay,  is  the  actual  profit  of  the 
capitalist  who  finally  brings  the  ware  to  market.  This,  of 
coui"SC,  is  not  Mill's  meaniug ;  by  the  rates  of  wages  and  profits 
that  enter  into  the  determinatioa  of  natural  value,  be  means 
the  tiormal  rates  to  which,  under  the  influence  of  industrial 
competition,  the  wages  and  profits  of  any  industry  tend  to 
approximate.  How  these  normal  rates  are  determined  is  a 
question  which  I  shall  examine  more  fully  hereafter':  here 
I  am  chiefly  concerned  to  point  out  that  they  cannot  be 
assumed  to  be  altogether  independent  of  the  demand  for 
the  product.  Let  us  take  first  the  case  of  wages.  It  is 
no  doubt  natural  to  suppose,  that  under  a  system  of  perfectly 
free  competition  no  known  differences  in  the  reward  of 
labour  could  be  permanently  maintained  except  such  as  are 
required  to  remunerate  differences  in  the  efforts  and  sacrifices 
made  by  the  labourers;  and  many  of  the  disciples  of  Adam 
Smith  have  followed  their  master  in  making  this  general 
assumption".  But  Mil!  has  pointed  out,  in  a  noteworthy 
passage',  the  conclusions  of  which  Cairnes  has  adopted  and 
developed,  that  there  are  important  differences  in  normal 
wages,  which  are  due  to  relative  scarcities  of  various  kinds ; 
chiefly  to  scarcities  arising  from  the  uoecjual  distribution  of 
wealth,  which  limits  the  power  of  performing  certain  kinds  of 
services  to  the  minority  of  persons  whose  parents  have  been 
able  to  afford  the  e.tpense  of  prolonged  training  and  sustenance 
for  their  children.  The  freest  competition  has  not  in  itself  any 
tendency  to  remove  these  scarcities,  unless   the   present   in- 

'  See  ch.  ix.  of  this  book. 

'  Cp.  U'tatth  of  Niitioru,  ch.  x.  firgt  paragraph. 

'  Pol.  ifuii.  B.  II.  c.  xiv.  g  2. 
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equalities  in  the  distribution  of  wealth  are  first  removed :  and 
it  seems  clear  that  so  far  as  the  labour  of  any  social  grade 
above  the  lowest  is  thus  purchased  at  a  price  more  than 
sufficient  to  compensate,  with  interest,  for  the  above-mentioned 
outlay  on  prolonged  training  and  sustenance,  it  must  be  classed 
among  the  requisites  of  production  that  have  scarcity  values ; 
which  as  we  have  seen,  tend  to  vary  with  the  demand  for  the 
product\ 

Let  us  now  examine  how  the  matter  stands  with  the  other 
element  of  cost  of  production,  profit.  In  Cairnes'  view,  nor- 
mal profits — unlike  normal  wages — may  be  rightly  assumed  to 
be  independent  of  demand.  "  The  competition  of  capital,"  he 
says,  "  being  effective  over  the  entire  industry  of  each  commer- 
"cial  country,  it  follows  that  so  much  of  the  value  of  com- 
"modities  as  goes  to  remunerate  the  capitalists'  sacrifice  will 
"  throughout  the  range  of  domestic  industry  "  be  proportioned 
to  that  sacrifice.  This  statement,  however,  seems  to  me  to 
need  restriction  in  more  than  one  respect.  In  the  first  place, 
it  must  be  borne  in  mind,  in  all  discussions  of  industrial 
competition,  that  the  profits  of  private  manufacturers  and 
traders  are  not  published  in  statistical  tables  open  to  the 
inspection  of  all  persons  desirous  of  employing  capital.  The 
most  observant  man  of  business  can  usually  attain  only  a  rough 
approximation  to  the  truth,  in  calculating  the  profits  made  in 
other  industries  and  districts;  and  hence  the  equalizing  force 
of  competition  can  only  be  assumed  to  act  strongly  and  cer- 

*  The  case  of  the  lowest  grade  of  labour  is  more  doubtful:  see  ch.  yin.  §  6  of 
this  book.  It  should  be  observed  that  this  division  of  society  into  grades, 
within  which  industrial  competition  is  supposed  to  be  perfect,  and  between 
which  it  is  supposed  non-existent,  does  not  correspond  precisely  to  the  facts 
of  modem  industrial  communities  ;  but  it  corresponds  to  these  facts  more 
closely  than  the  older  hypothesis  of  generally  effective  competition.  Bicardo 
{Principle*,  ch.  i.  §  2)  avoids  the  conclusions  above  given  by  assuming  that  the 
diflerences  in  the  remuneration  of  different  kinds  of  labour  are  fixed  and  stable ; 
in  which  case  they  would  of  course  be  independent  of  changes  in  demand.  "  The 
"  estimation,"  be  says,  "  in  which  different  qualities  of  labour  are  held,  comes 
"  soon  to  be  adjusted  in  the  market  with  sufficient  precision  for  all  practical 
"purposes... the  scale  when  once  formed  is  liable  to  little  variation."  In  any 
practical  application  of  the  theory  of  value  the  extent  to  which  such  fixity  is 
actually  maintained  by  custom  should  be  carefully  noted ;  but  to  assume  fixity 
M  normal  is  obviously  inconsistent  with  the  hypothesis  of  perfect  competition. 

S.  P.  B.  13 
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tainly  upon  imlustiit's  iu  whidi  profits  are  either  considerably 
above  or  considerably  below  the  average.  Within  a  somewhat 
broad  margin  on  cither  side  of  the  average  its  operation  cannot 
but  bo  vague  and  feeblt-;  and  hence  the  normal  cost  of  pro- 
duction that  regulates  supply  must  be  conceived  as  having  a 
similar  indefiuiteiiess. 

But  Cairnes'  Btatemeiit  involves  a  more  fundamenbil  theo- 
retical ditficulty.  He  appears  to  assume — -with  Mill  aud  others 
— that  the  rate  not  only  of  interest  but  of  that  other  element 
of  profit  which  I  have  called  "wages  of  management"  must 
tend  to  be  the  same  not  only  for  capitals  of  the  same  amount, 
but  even  for  capitals  of  differeut  amount.  But  this  assumption 
is  hardly  reconcileable  with  the  proposition  before  quoted,  that 
the  remuneration  of  the  (employing)  capiUilist  tends  to  bo 
proportioned  to  his  sacrifice ;  since  there  seems  uo  general 
ground  for  assuming  that  the  trouble  or  other  sacrifice  involved 
in  the  employment  of  capital  tends  to  be  exactly  proportioned 
to  the  amount  of  capital  employed.  1  think'  it  probable, 
indeed,  that  the  average  rate  of  employers'  profit  tends,  for  the 
most  part,  to  be  not  cognizably  less  on  large  than  it  ia  on  small 
capitals;  chieHy  because  large  capitalists  willing  to  manage 
their  own  capital  have  impartaut  advantages  in  industrial 
competition.  But  I  know  no  ground  fur  supposing  this  to  be 
uniformly  the  case  in  all  industries:  aud  bo  far  as  increased 
demand  fur  products  increases  the  scale  of  production  in  any 
industry — as  is  ordinarily  the  case  in  manufactures — it  is  at 
least  not  improbable  that  the  empluyers  who  thus  increase  their 
capital  may  bo  ultimately  forced  by  industrial  competition  to  sub- 
mit to  a  lowered  proportional  rate  of  profit  per  cent,  of  capital. 

And  there  is  another  and  more  obvious  way  iu  which  the 
increase  of  production  caused  by  a  rise  iu  demand  will  tend  to 
modify  the  cost  of  production :  viz.  through  the  "  tendency  of 
"  every  extension  of  the  market  to  impruve  the  proces-ses  of  pro- 
"duction"  which  Jlill  notices  later,  in  speaking  of  International 
Trade.  He  remarks  very  justly'  that  "a  country  which  produces 
"  fi  r  a  larger  market  than  its  own,  can  introduce  a  more  extended 

'  The  grounds  for  this  opinion  will  ba  more  taWy  dteeneiscd  in  ch.  is.  g  3  of 
this  boul<. 

'  Book  III.  ch.  xvii.  J  'i. 
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"division  of  labour,  can  make  greater  use  of  machinery,  and  is 
"more  likely  to  umke  inventions  and  improvements  in  the 
"processes  of  production":  and  of  course  the  statement  applies 
equally  where  the  market  for  any  commodity  mthin  a  country 
receives  a  material  extension.  The  couseqiicut  diminution  in 
cost  of  production  will  of  course  bo  very  ilitlerent  in  difiForent 
cases:  but  we  must  recognize  that  any  important  rise  in  demand 
has  a  general  tendency  to  cause  such  diminution'. 

§  9.  To  sum  up;  the  Ricardian  theory  of  the  determination 
of  Value  by  Cost  of  Production  appears  to  me  incontrovertible, 
at  least  as  applied  to  modern  civilised  communities,  if  it  is 
understood  in  a  broad  ami  vague  sense;  i.e.  if  it  is  understood 
merely  to  affirm  that  iadustrtal  competition  is  a  force  constantly 
acting  in  the  direction  of  e<|ualiziug  the  remunerations  of  pro- 
ducers of  the  same  class  in  diH'erent  departments  of  industry, 
by  increasing  the  supply — and  so  lowering  the  price — of  com- 
modities of  which  the  proilucers  are  known  to  be  receiving 
remunerations  above  the  average  of  their  respective  classes, 
and  siniilaily  diuiinishing  the  supply  and  raising  the  price  of 
the  products  of  less  profitable  industries.  But  in  the  more 
exact  and  definite  form  in  vvliich  the  theory  is  stated  even  by 
Mill,  it  appears  to  me  "peu  to  grave  objections.  It  is  the  least 
of  these  objections  that  the  suppositions  made  are  too  simple 
and  uniform  tu  correspund  closely  to  the  facts;  defects  of  this 
kind  beset  alt  hypotliese.s  framed  for  deductive  rea.soning  on 
social  phenomena,  and  all  that  we  can  do  to  remedy  them  is  to 
note  carefully  the  errors  that  thus  come  in  and  make  a  rough 
allowance  for  them.  Of  this  nature  is  the  error  before  pointed 
out  in  the  supposition  that  industrial  competition  tends  to 
establish  a  definite  normal  rate  of  profit  in  each  indvistry,  even 
when  the  statcineiit  is  limited  to  capitals  of  about  ttie  same 
amount.  As  I  have  said,  it  is  true  that  industrial  competition 
tends  to  prodvice  this  result;  but  in  a<luutting  this  we  ought  to 
note  how  much  the  mutual  knowledge  of  profits  actually  ob- 
tainable by  producers  falLs  short  of  the  mutual  kuowludge  of 

>  It  does  not  follow  from  this  that  a  fall  ia  demand  will  bave  a  Bimilar 
tendency  to  increase  the  coet  of  production:  in  mont  cases  the  effect  of  mich  n 
fall  would,  I  conceive,  rather  be  to  diminiHh  the  number  of  sejiarate  establiah- 
iflfinta  in  which  tlie  branch  of  production  in  question  was  carried  on. 
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prices  actually  obtainable  by  dealers  in  a  tolerably  well- 
organized  market  of  material  products;  and  how  in  conse- 
quence the  tendency  to  a  normal  rate  of  profits  begins  to  act 
feebly  and  vaguely,  at  a  considerable  interval  from  the  attain- 
ment of  the  supposed  definite  result.  In  the  case  of  wages  this 
particular  source  of  error  is  of  less  impartance,  since  the  actual 
rate  of  wages  in  any  industry  is  easier  to  ascertain  than  the 
actual  rate  of  profits;  but  here  on  the  other  liaud  the  propor- 
tion between  remuuerattun  and  sacritice  that  industrial  com- 
petition tends  to  establish  is  actually  subject  to  more  serious 
retardation  and  interference  from  various  causes ;  especially 
from  the  dithculLy  of  attracting  labour  from  district  to  district 
and  from  industry  to  industry,  and  the  different  degrees  in 
which  custom  and  combination  together  operate  in  keeping 
wages  lip  (or  down)  in  different  employments.  So  far,  however, 
as  the  operation  of  tiieso  causes  is  independent  of  the  demand 
for  the  product  of  the  labour  remunerated,  they  are  more  im- 
portant in  the  theory  of  distribution  than  in  the  general  theory 
of  exchange  ;  since  they  do  not  necessarily  prevent  the  establish- 
ment, at  any  given  time  and  place,  of  a  normal  coat  of  produc- 
tion towards  which  the  market  price  tends  to  return  after  any 
variation  temporarily  caused  by  changes  in  demand  or  acciden- 
tal excesses  or  deficiencies  in  supply.  But  so  far  as  differences 
of  wages  are  admittedly  due  to  causes  of  which  the  operation  is 
necessarily  affected  by  variations  in  the  demand  for  different 
kinds  of  labour — and  we  have  seen  that  this  is  the  case  accord- 
ing to  Mill's  own  view  of  industrial  grades — it  is  manifestly 
illegitimate  to  regard  cost  of  production  as  independent  of 
demand.  And  this  is  equally  the  case,  so  far  as  increased 
aggregate  production  of  a  commodity  tends  to  economy  in  the 
amount  of  labour  required  for  a  given  amount  of  product ;  and 
80  far,  ou  the  other  hand,  as  it  tends  to  raise  the  price  of 
the  "raw  produce"  that  it  employs,  directly  or  indirectly,  as 
material.  Hence  it  appears  to  me  unscientific  to  say  broadly 
that  "the  value  of  things  which  can  be  increased  iji  (piantity  at 
"  pleasure  does  not  depend  (except  accidentally,  and  during  the 
"time  necessary  for  production  to  adapt  itself)  upon  demand." 
Even  where  the  cost  of  prnductimi  can  be  assumed  to  be 
approximately  the  same  for  all  producers,  we  should  represent 
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the  f:iets  more  exactly  by  supposing  that  in  any  given  social 
and  iuilustrial  comlitions  this  cost  of  production  will  vary  with 
the  amount  produced,  just  as  we  suppose  that  the  amount 
demanded  will  vary  with  the  price ;  though  the  former  variation 
will  no  doubt  be  generally  much  slighter  than  the  latter.  The 
proposition,  therefore,  that  the  natural  price  of  any  product  of 
this  kind  is  equal  to  its  cost  of  production,  is  certainly  a  true 
statement — on  the  assumption  and  with  the  qualifications 
already  explained — but  it  is  in  almost  all  cases  theoretically 
insufficient.  Our  formula  must  rather  be,  that  it  is  a  price  at 
which  the  amount  detnaiided  is  equal  to  the  amount  that 
would  permanently  be  produced  at  a  cost  equal  to  the  price, 
supposing  social  and  industrial  conditions  unchanged'. 

And  in  the  case  of  products  of  Mill's  third  class,  of  which 
the  cost  of  production  must  be  taken  to  be  different  for  different 
portions  of  the  aggregate  amount  produced,  and  to  increase 
steadily  as  the  aggregate  increases,  the  formula  becomes  some- 
what more  complicated  ;  the  natural  price  miist  be  stated  to  be 
that  at  which  adequate  remuneration  could  just  be  aiforded  to 
the  producers  of  the  costliest  portion  that  it  would  be  per- 
manently worth  while  to  produce,  if  social  and  industrial 
conditions  remained  unaltered,  ^^ 

We  are  thus  enabled  to  show  the  close  relation,  which  Mill's 
phraseology  certainly  tends  to  obscure,  between  the  competitive 
determination  of  Natural  Price,  and  that  of  Market  Price. 
Market  Price — supposing  it  definite  and  single  as  it  would  he 
in" a  perfect  market — was  explained  to  be  the  price  at  which 
the  demand  for  the  product  in  question  would  be  sufficiently 
extensive  to  take  oflF  the  actual  supply  (allowing  for  the 
possible  withdrawal  of  a  part  of  this  supply  in  view  of  a 
prospective  rise  in  demand  or  diminution  of  supply) ;  while 
Natural  Price  (as  \ve  have  seen)  is  similarly  determined  as 
the  price  at  which  the  demand  would  be  sufficiently  extensive 
to  take  off  the  supply  which,  assuming  social  and  industrial 
conditions  unchanged,  might  permanently*  be-  expected  to  be 


■  It  is  quite  conceivable  that,  as  in  the  ease  disoassed  in  §  4,  there  may 
be  sevoral  such  prices. 

■  "  Pornuiaentljr " — beoftuse  from  the  risk  of  startiag  •  new  boBineaB,  especi- 
ally  in  induKtriea  where  production  is  on  a  large  aoale,  from  tlie  difficult;  of 
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produced  at  tliat  price.  There  is,  in  fact,  no  sharp  line  to  be 
drawu  between  the  determinants  in  the  two  cases ;  prospective 
changes  in  cost  of  production,  if  their  effect  may  be  expected  to 
be  rapid  and  considerable,  aviU  enter  into  the  calculations  of 
dealers  that  influence  market-prices  tbrongli  gnpply,  as  rnnch  as 
any  other  conditions  of  pro.spcctive  supply  or  demand. 

§  10,  The  <le|>eiidcuce  of  Value  on  Cost  of  Production  and 
Demand  together  is  further  exemplified  by  the  numerous  cases 
in  which  two  or  more  products  arc  jointly  prfnluced  by  the  same 
iudustrial  process.  "For  example,  coke  and  coal  gas  are  both 
"produced  from  the  same  material,  and  by  the  .<yinie  operation. 
"  In  a  more  partial  sen.<?e,  mutton  and  wool  are  an  example ; 
"beef,  hides  and  tallow,"  &c.  The  values  of  the  articles  thus 
industrially  connected  are,  as  Mill  himself  explains',  determined 
by  Cost  of  Production  and  Demand  conjointly  in  a  complicated 
manner,  which  varies  with  the  nature  and  extent  of  the  con- 
nexion. All  that  can  be  stated  generally  is  that  the  prices  and 
amounts  of  any  such  set  of  products,  under  the  action  of  in- 
dustrial competition,  will  teml  to  conform  to  two  conditions. 
Firstly  the  prices  will  tend  to  be  such  that  the  sum  of  them  will 
repa}'  their  joint  cost  of  production,  including  normal  profit"''  on 
the  capital  employed  :  secondly  the  amounts  will  tend  to  be  such 
tiiat  the  demand  for  each  article  at  the  price  will  just  about 
take  oft'  the  supply".  It  shoidd  be  observed  that  in  the 
examples  above  given  the  products  are  so  connected  that 
their  amounts  must  increase  or  decrease  trtgether:  but  often 
they  are  wholly  or  to  .some  extent  alternatives,  so  that  an 
increa.se  in  the  production  of  one  will,  in  the  first  instance 
at  least,  be  attended  by  a  diminution  in  the  production  of 
another.      For  instance,  chickens  and   eggs  are  connected  in 


removing  cnpital  daraWy  invested  in  forms  Bpeciallj  adapted  to  particnlnr  in- 
dustries, and  otbcr  Bimilor  causes,  market  prices,  however  perfect  competition 
became,  would  often  be  liable  to  remain  long  above  or  below  their  corresponding 
natural  prices. 

'  B.  III.  0.  xvi, 

'  By  "noniinl  proEt"  I  mean  "profit  not  much  above  or  below  the  average 
"profit  to  bo  obtained  on  cqnol  omonnts  of  capital  in  other  industries  that  do 
"not  impose  more  sacrifices  or  reijuiro  Bcarccr  qualifications." 

'  Here  again  it  ia  possible  that  these  conditions  may  be  eqaallj  saiiEfied 
by  MTveral  different  adjustments  of  prices  and  amounts. 
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this  latter  way.  In  the  former  case  any  rise  iu  the  dcuiaiitl  for 
ono  only  of  the  connected  products,  since  by  raising  the  joint 
price  it  will  increase  the  supply  of  both,  must  obviously  tend 
to  lower  the  price  of  the  other;  a.s  the  sale  of  this  latter  will 
have  to  be  e.x tended  without  any  rise  in  the  demand  for  it. 
In  the  second  case,  on  tlic  other  hand,  any  sudden  rise  in  the 
demand  far  either  product  is  likely  to  raLsc  the  price  of  the 
other  temporarily — and  perhaps  permanently — by  causing 
restriction  of  its  supply.  A  more  indirect  connexion  of  this 
second  class  is  that  which  subsists  between  commodities  of 
which  the  production  requires  the  same  kind  of  raw  or 
auxiliary  material.  In  ail  such  cases  a  rise  in  the  demand 
for  one  of  the  connected  commodities  will  in  the  first  instance 
tend  to  increase  the  cost  of  production  of  the  otlier;  but 
whether  this  increase  will  toiul  to  be  sustained  will  dt-peml  on 
whether  the  pro<luction  of  the  ruaterial  in  question  becomes 
more  costly,  in  whole  or  in  part,  by  being  increased  in 
amount. 

Another  case  that  may  be  classed  under  the  head  of  joint 
production  is  that  in  which  different  commodities  are  produced 
by  the  same  labourers,  but  by  industrial  processes  altogether 
separate :  as  when  cultivators  of  the  soil  supplement  their 
agricultural  earnings  by  domestic  manufactures  in  winter.  The 
primary  tendency  of  industrial  competition  is  to  keep  the  total 
remuneration  of  any  class  of  labourers  approximately  equal  to 
that  of  any  other  class  whose  labour  docs  not  entail  materially 
more  sacrifices,  or  require  scarcer  qualifications  or  more  costly 
preparation.  It  therefore,  in  the  case  we  are  considering,  affects 
primarily  the  a/jffregate  price  of  the  labourers'  different  products 
— just  as  if  they  were  produced  by  the  same  industrial  process — : 
it  only  acts  directly  on  the  price  of  each  separate  kind  of  pro- 
duct, 80  far  as  the  producers  have  competing  opportunities  of 
employing  profitably  the  particular  portion  of  work-time  which 
tins  product  absorbs.  But  when  a  man  has  two  occupations, 
of  which  one  is  the  main  source  of  his  income,  while  the  other 
is  merely  taken  up  to  fill  the  fragments  of  time  loft  by  the 
former,  his  opportunities  of  employing  these  fragmetits  profit- 
ably are  likely  to  be  somewhat  restricted  :  so  that,  if  the  supply 
of  what  is  produced  in  these  leavings  of  work-time  is  sufficient 
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to  meet  the  deiuauil  at  a  price  below  what  iodustria]  competi- 
tion under  ordinary  eruditions  would  rO([uire,  the  price  of  the 
product  is  likely  to  be  determined  mainly  by  the  relations  of 
Quantity  and  Demand, — so  long  as  it  is  enough  to  induce  the 
labourer  to  prefer  work  to  leisure. 

Finally,  it  should  he  noticed  that  the  values  of  two  com- 
Tiiodities  may  be  connected  throtigh  Demand,  as  well  as  thruuyh 
Supply ;  so  far  as  one  of  the  two  is,  citlier  in  ordinary  con- 
.snmption  or  in  any  kind  of  production,  a  substitute  for  the 
other.  Thus  (eg.)  an  extension  in  the  demand  for  mutton,  due 
to  a  fall  in  its  value,  would  have  the  effect  of  restricting  the 
demand  fur  beef,  and  would  tend  thereby  to  affect  its  cost  of 
jiroduction  and  value.  Indeed  this  kind  of  connexion  may  be 
said  to  subsist,  in  an  uttenxiatcd  form,  among  commodities 
generally ;  since  such  an  extension  in  the  demand  for  any  one 
commodity  as  makes  the  aggregate  price  paid  for  it  a  larger 
share  of  the  income  of  the  community,  tends  pro  ianto  to 
reduce  the  demand  for  all  other  articles  of  con.sumption.  The 
actual  extent  to  which  any  one  commodity  may  thus  become 
an  alternative  for  any  other  is  of  course  extremely  different 
in  diiferent  cases;  and  a  careful  examination  of  these  varying 
connexions  is  a  fundamentally  important  element  in  any 
investigation  of  the  specific  laws  of  demand  of  ditferent 
commodities. 

§  11.  The  point  last  noticed  is  important  in  considering  a 
case  Iq  the  determiuation  of  value,  which — to  avoid  needless 
complexity — I  have  left  oiit  of  account  in  the  preceding  dis- 
cussion :  i.e.  the  case  of  durable  products,  of  wliich  the  supply 
in  the  market  at  any  time  is  to  a  material  extent  not  obtained 
from  producers,  but  consists  of  second-hand  articles  sent  back 
into  the  market  by  consumers.  SomoLimes  such  second-hand 
commodities — as  (e.g.)  old  books,  furniture  and  works  of  art 
generally — rise  more  or  less  out  of  competition  with  any  first- 
hand products,  to  a  scarcity  price  which  has  no  relation  to 
cost  of  production,  Even  here,  however,  we  cannot  generally 
regard  the  supply  as  given  independently  of  the  price  r  since 
the  quantity  supplied  will  tend  to  be  somewhat  increased  by 
any  rise  in  price,  just  as  the  quantity  demanded  tends  to  be 
diminished  :  so  that  a  rise  in  price  caused  by  an  intensification 
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of  demand  tends  to  be  partly  counteracted  by  the  increased  in- 
ducement to  consumers  to  send  back  the  articles  into  the  market. 
Sometimes,  again,  the  second-hand  commodity  is  practically 
only  an  alternative  for  a  first-hand  commodity  of  a  different 
quality ; — as  in  the  case  of  second-hand  clothes.  Where  the  two 
kinds  of  supply  compete  effectively  with  each  other, — as  in  the 
important  case  of  houses — the  second-hand  supply  of  course 
tends  to  affect  the  price  of  the  first-hand  articles  by  lowering 
the  demand  for  them,  as  above  explained ;  while  the  cost  of 
production  of  the  first-band  commodity  tends  to  affect  the  price 
of  the  second-hand  one  in  a  peculiar  indirect  way ;  the  natural 
price  of  the  latter  tends  to  correspond  to  the  cost  of  producing 
not  the  same  article,  but  an  article  equally  useful.  The  value 
thus  determined  may — through  deterioration  and  change  of 
fashion — be  indefinitely  less,  not  only  than  the  cost  of  pro- 
ducing the  original  article,  but  even  than  the  cost  of  re- 
producing it  in  its  present  condition.  So  long  as  the  demand 
at  the  price  thus  determined  cannot  be  satisfied  by  the  second- 
hand supply,  the  market-price  of  the  latter  will  bo  effectively 
maintained  by  the  cost  of  producing  an  eqiially  useful  article : 
but  if  at  any  time  the  second-hand  supply  is  more  than 
sufficient  to  meet  the  demand  at  this  '  natural '  price,  the 
market-price  of  the  commodity  may  of  course  be  for  a  time 
simply  determined  by  the  relation  of  Quantity  to  Demand.  This 
(e.g.)  is  liable  to  be  the  case  with  certain  portions  of  the  supply 
of  immovable  articles,  such  as  buildings. 
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§  1,  In  the  preceding  chapter  the  cost  of  cftrriage  of  com- 
modtties  to  the  markets  in  which  tlieir  price  is  actually  deter- 
nuDed,  has  been  cursoriJy  noticed  as  a  normal  elemeot  in  the 
cost  of  prudiiction.  It  is  almost  superfluous  to  ohservc  that  it 
is  an  element  tu  -wliich  the  development  of  industry  has  hitherto 
tended  to  give  continually  increasing  importance.  Though 
the  progress  of  invention  has  steadily  operated  to  reduce  the 
average  ci>st  of  conveying  a  given  weight  of  goods  over  a  given 
space  ;  still  the  amount  of  goods  carried  and  the  distances  over 
which  they  are  conveyed  have  continually  increased  in  a  greater 
ratio;  so  that,  in  the  most  civilised  part  of  the  world,  the 
proportion  of  the  labour  and  capital  of  mankind  at  present 
emijloyed  in  the  bnsinesa  of  moving  goods  is  larger  than  it  was 
at  any  earlier  period  in  the  history  of  civilisation.  This  is  so 
strikingly  the  case  that  the  growth  of  a  nation's  foreign  trade  is 
sometimes  vaguely  spoken  of  as  though  it  constituted  absolute 
and  unquestionable  evidence  of  advance  in  industrial  prosperity. 
It  may  therefore  be  useful  to  point  out — what  might  otherwise 
seem  too  obvious  to  be  worth  stating^ — that  it  is  ceteris  panbus 
an  economic  disadvanti^e  that  any  commodity  should  be  pro- 
duced at  a  distance  from  the  market  in  which  it  is  normally 
sold  ;  and  that  if  in  any  case  this  disadvantage  can  be  got  rid  of 
— without  incurring  any  equally  serious  drawback — through 
the  production  at  home  of  some  commodity  hitherto  imported 
from  abroad,  the  resulting  diminution  of  trade  would  obviously 
be  a  mark  of  industrial  improvement,  and  not  of  retrogression. 
And  a  pnari  we  have  every  reason  to  suppose  that,  in  the 
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continually  changing  conditions  of  industry,  opportunities  for 
this  kind  of  improvement  will  continually  present  tLemselves; 
and  that  the  vis  inerticv  of  custom  is  no  less  liable  to  main- 
tain the  importation  from  abroad  of  goods  which  might  be 
advantageously  produced  in  the  proximity  of  their  market, 
than  it  is  to  keep  any  other  part  of  the  process  of  production 
in  an  economically  backward  condition.  And  therefore  while 
the  progress  of  industr}',  under  the  stimulus  of  alert  and 
enlightened  self-interest,  may  be  doubtles.s  expected  to  extend 
and  enlarge  trade  continually  in  some  directions,  it  is  at 
the  same  time  probable  that  it  will  reduce  and  diminish  it 
in  others. 

As  in  the  present  chapter  I  propose  to  consider  tlie  special 
conditions  affecting  the  value  of  commo<lities  produced  at  a 
considerable  distance  from  their  consumers,  it  seems  expedient 
ito  obtain  a  clear  view  of  the  cases  in  wliich  such  production 
is  likely  to  be  remunerative,  and  may  accordicigly  be  assumed 
a  normal  element  of  a  competitively  organized  industrial 
sciety.  The  following  are  the  chief  cases  which  it  is  important 
to  distinguish. 

I.  Some  commodities  for  which  there  is  a  general  demand 
cannot  be  produced  at  all  except  iu  certain  localities,  situated 
at  a  considerable  distance  from  important  sections  of  their 
consumers.  This  is  the  case,  generally  speaking,  with  metals 
and  other  products  of  extractive  industry  ;  and  also  with  certain 
agricultural  protlucts,  such  as  wines  of  special  quality. 

II.  There  are  other  staples  of  internatioual  trade  which 
could  generally  be  produced  at  a  moderate  distance  from  their 
consumers,  at  least  over  a  large  part  of  the  region  inhabited  by 
civilised  man ;  but  which  can  bo  most  economically  produced, 
oven  in  distant  markets,  if  a  portion  at  least  of  the  required 
supply  of  them  is  transported  thither  from  certain  places  which 
oflfer  special  natural  atlvantages  for  their  production.  This  is 
the  case,  to  a  varying  extent,  with  corn  and  other  important 
products  of  agriculture. 

III.  In  other  cases,  again,  commodities  can  be  most 
economically  produced  for  distant  markets  not  on  account  of 
any  special  advantages  atforded  by  the  place  in  which  they  are 
made,  but  because  the  cost  of  carriage  is  outweighed  by  the 
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ecanoniic  gain  through  co-operation  and  division  of  labour, 
obtained  by  the  concentration  of  a  manufacture — or  of  several 
connected  manufactures — in  one  locality.  To  some  extent  this 
gain  consists  merely  in  the  substitution  of  a  more  important 
saving  of  carriage  for  a  leas  important ;  tiie  cost  of  conveying 
raw  and  auxiliary  materials  required  in  the  manufacture,  or  of 
conveying  the  product  itself  from  one  set  of  workers  to  another, 
being  reduced  by  the  local  concentration  of  connected  industries 
to  an  extent  that  more  than  compensates  for  the  additional 
cost  of  conveying  the  finished  product  to  the  consumer.  But 
besides  this,  various  other  advantages,  previously  noticed',  of 
production  on  a  large  scale  are  obviously  only  obtainable  if  a 
correspondingly  large  normal  demand  can  be  secured  for  the 
product;  and  in  the  case  of  commodities  of  which  the  amount 
consumed  by  any  one  individual  is  small,  an  extensive  demand 
must  necessarily  be  the  demand  of  consumers  scattered  over  a 
wide  area. 

IV".  The  gain  thus  derivable  from  co-operation  rendering 
it  economically  advantageous  for  men  to  aggregate  themselves 
in  the  large  closely  packed  masses  which  we  find  in  continually 
increasing  size  in  modern  industrial  towns,  it  becomes  corre- 
spondingly necessary  to  obtain  the  supply  of  food,  fuel,  and 
certain  other  commodities  required  in  large  amounts  for  the 
ordinary  consumption  of  any  such  mass  by  bringing  a  large  part 
of  it  from  a  considerable  distance. 

V.  Finally,  we  have  to  notice  the  important  case  in  which 
a  commodity  is  most  economically  obtained  from  a  distance, 
even  though  it  could  be  produced  in  the  neighbourhood  of  its 
market  with  no  greater — or  even  less — expenditure  of  labour 
and  capital ;  because  the  returns  obtainable  by  equal  labour 
and  capital  in  some  other  employment  are  so  much  greater, 
that  the  loss  involved  in  employing  them  to  produce  the 
commodity  in  question  would  more  than  counterbalance  the 
saving  in  cost  of  carriage.  A  striking  instance  of  this  was 
furnished  by  the  gold  discoveries  of  Australia;  one  consequence 
of  which  was  tliat  Australia  began  to  import  cheese  and  butter 
largely  from  abroad,  although  the  pastures  of  New  South  Wales 
and  Victoria  offer  unusual  facilities  for  dairy-farming.  The 
'  Cf.  Book  I.  c.  iv.  g  6. 
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high  average  remuneration  obtainaLle  by  labour  in  goU-ni'aiing 
bad  raised  the  wages  of  Australian  labour  generally — and 
therefore  in  dairy-fanning — so  much,  that  the  consequent 
additional  cost  of  making  butter  in  Australia  was  greater  than 
the  cost  of  conveying  it  from  Ireland'. 

§  2.  It  is  evident  tliat  this  last  cause  of  foreigu  trade  can 
only  operate,  bo  far  as  physical  or  social  obstacles  render  the 
mobility  of  labour  temporarily  or  pernmnently  imperfect.  Had 
it  been  as  easy  to  draw  over  Irish  labourers  to  Australia  as  it  is 
to  bring  them  to  England,  their  influx  would  soon  have  brought 
down  wages  to  a  point  at  which  it  would  have  been  less  ex- 
pensive to  produce  the  butter  reijuired  by  Australia  in  Australian 
dairies.  Now,  according  to  Mill,  it  is  only  on  accouut  of  this 
imperfect  mobility  that  a  special  formula  is  required  for  deter- 
mining the  values  of  commodities  brought  from  distant  places ; 
because,  owing  to  the  differences  which  this  imperfect  mobility 
allows  to  subsist  between  the  remuneration  of  labourers  or 
capitalists  or  both  in  different  countries,  cost  of  production 
is  prevented  from  determining  the  normal  value  of  such  im- 
ported commodities.  To  take  Mill's  illustration :  suppose 
England  imports  wine  from  Spain,  giving  cloth  in  exchange: 
then  "  if  the  cloth  and  the  wine  were  both  made  in  Spain,  they 
"  would  exchange  at  their  cost  of  production  in  Spain ;  if  they 
"  were  made  in  England,  they  wouEd  exchange  at  the  cost  of 
"production  in  England.  But" — we  are  told — -"all  the  cloth 
"  being  made  in  England  and  all  the  wine  in  Spain,  they  are 
"  in  circumstances  to  which  the  law  of  cost  of  production  is  not 
"applicable.  We  must  accordingly  fall  back  "  upon  what  "may 
"be  appropriately  named  the  Equation  of  International  Demand;" 
the  principle,  namely,  that  "  the  produce  of  a  country  exchangts 
"  for  the  produce  of  other  countries  at  such  values  as  are 
"  reijuired  in  order  that  the  whole  of  her  exports  may  exactly 
"pay  for  the  whole  of  her  imports'." 

This  Equation  of  Reciprocal  Demand — if  the  phrase  be  not 
too  digniHed  for  a  formuhi  that  contains  so  little  information — 
will  doubtless  tend  to  be  realised  in  international  as  well  as  in 
domestic  trade:   but  I  cannot  agree  with  Mill   that  Cost  of 

'  Cf.  Caimes,  E$tay»  in  Political  F.roHomy,  i.  \\  38, 
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Production  is  to  be  left  out  of  account  altogether  in  the  former, 
any  more  than  in  the  latter  case.  His  error  appears  to  tne 
most  simply  manifested  in  the  earlier  part  of  his  argument,  in 
which,  to  exhibit  the  "  elementary  jiriuciple  of  International 
"  Values,"  he  supposes,  for  the  sake  of  argument,  that  the 
carriage  of  commodities  from  one  country  to  the  other  could  be 
effected  vvithovit  labour  and  without  cost.  It  is  easy  to  show 
that,  under  the  circumstances  thus  supposeil,  cost  of  production 
must  determine  the  value  of  exported  commodities  just  as  much 
as  the  value  of  commodities  consumed  at  home ;  unless  we 
further  suppose  that,  after  the  trade  is  established,  there  is  no 
product  coiiLiiion  to  the  trading  countries — a  supposition  main- 
featly  extravagant  in  the  case  of  England  and  Spain  (which  Mill 
takes  aa  examples)  and  most  other  countries  inhabited  by 
modern  nations'.  For  let  us  suppose  tliat  there  is  at  least 
one  other  commodity — say  corn — which  is  produced  both 
in  England  and  in  Spain,  According  to  Mill's  general  theory 
of  value,  discussed  in  the  preceding  chapter,  the  relative 
values  of  cloth  and  corn  in  England  must  be  determined 
by  their  comj>arativc  costs  of  production ;  and,  again,  the 
Telative  values  of  wine  and  corn  in  Spain  must  be  determined 
in  the  same  way.  But  if  we  suppose  cost  of  carriage  to  be 
eliminated,  there  is  no  reason  why  the  value  either  of  wine  or 
cloth  should  be  altered  by  exportation  ;    hence,  the  values  of 

'  A  critic  of  this  chapter — Mr  Dastable,  Tltronj  ttf  LiU-rnntional  Tradt, 
Appendix  C — says  that  I  have  "forgotten  that  Mill  eiprcssly  regards"  this 
further  hypothesis  "aa  n  necessary  conscfiuenco  of  the  non-existence  of  cost  of 
"caniage.  'lint  for  it,'  he  saya  'every  commodity  would  be  rt'Kularly  imported 
"  *or  regularly  eiporte:l.  A  country  would  make  nclliing  for  itself  which  it  did 
"■not  also  make  for  oilier  couutrie.s'  "  {Prim:i}il<:i,  iii.  1«,  §  3).  This,  however, 
does  not  aTnomit  to  saying  that  tliere  would  he  no  product  comuioa  to  nnj'  two 
trading  countries,  if  cost  of  carriage  were  non-existent:  Hincc,  granliug  Miil'it 
inference,  two  countries  might  still  make  the  efttaa  thing  for  export  to  a  third  aa 
well  as  for  home  coDBuniption.  Hut  though  MiU'8  statement  ia  not  quite  so  ex- 
tnTAgfuit  as  that  which  Mr  Bastahlc  regards  as  its  equivalent,  it  is  certainly  quite 
inoorrect ;— as,  indeed,  Mr  Bastablo  i>ouits  out.  For  it  is  obvious  that  in  the 
case  of  any  of  the  chief  products  of  atiriculture  and  mining,  a  country  might  be 
able  to  prodncG  a  portion  of  (he  quantity  required  for  iU  own  demand  as 
economically  as  it  could  be  produced  elsewhere,  and  yet  unable  to  produce  more 
except  at  a  cost  rapidly  iucreoi^iug  with  the  amount:  iu  this  case,  if  we  suppose 
the  cost  of  iuternational  carriage  annihilated,  it  would  still  produce  somethinfj 
for  itself  which  it  did  not  produce  for  other  countries. 
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both  wine  ami  cloth  relatively  to  corn,  and  therefore  relatively 
to  each  other,  must  be  as  wmcli  determined  by  cost  of  produc- 
tion as  the  values  uf  home  commodities  are'.  The  "  Equation  of 
" lutemiitioiial  Demand"  will  still  be  maintained,  but  it  will 
have  no  effect  in  determining  tlie  value  of  wine  or  cloth ;  since, 
if  we  leave  cost  of  carriage  out  of  account,  there  can  bo  no 
reason  why  the  wine  should  be  entirely  paid  fur  in  cloth,  or 
vice  versd\  there  can  be  no  rea-^on  wliy  any  debt  remaining  on 
either  side,  after  balancing  the  wiae  against  the  cloth,  should 
not  be  liquidated  in  corn  or  some  other  commodit)'.  Aa  we 
have  Been  in  the  preceding  chapter,  the  costs  of  production  of 
all  tho  commotJities  coucorned  will,  generally  speaking,  tend  to 
be  somewhat  modified  by  changes  in  the  demand  for  them:  but 
this  consideration  is  not  in  itself  a  reason  for  special  treatment 
of  international  values;  since,  under  the  circumstances  supposed, 
the  demands  of  the  two  different  countries  for  each  commodity 
might  bo  treated  as  one  aggregate  demand. 

It  would  seem  then,  that  if  cost  of  carnage  wore  left  out  of 
accoinit  there  would  be  no  need  of  a  special  pnnciple  for 
determining  International  Values.  And  in  fact  it  appears  to  me 
that  this  need  essentially  depends  on  a  condition  to  which 
Mill  has  not  adverted:  viz.  that  in  explaining  the  determination 
of  international  values — or  rather  of  the  values  of  wares  inter- 
changed between  distant  places — we  have  to  take  into  account 
not  merely  the  expense  of  conveying  wares  into  the  foreign 
country,  but  also  the  e.xpense  of  bringing  homo  their  value  in 
some  form  or  other.  If  we  take  this  double  cost  of  carriage 
into  account,  we  shall  find  that  "Cost  of  Production  including 
"carriage"  has  an  important  relation  to  the  deterrainatinn  of 
the  price  of  the  products  of  foreign  trade :  as  giving  the  limits 
between  which  the  competitive  price  tends  to  vary  acconling  to 
the  varying  conditions  of  demand  for  foreign  products  in  each 
country. 

This  will  become  clearer  if  we  consider  an  exceptional  case 
in  which  cost  of  production,  thus  understood,  would  determine 

'  It  ilo«a  not  of  coarM  foDov  that  the  wine  and  oloth  will  exchange  for  e&oli 
other  in  proportion  to  thoir  reRjicctive  costs  ;  Binoe,  if  (as  Mill  luppoaeB)  labotir 
■nd  capital  are  imperfectly  mobile,  the  cost  of  producing  corn  may  be  different 
to  the  two  countrioi*. 
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the  value  of  the  products  of  foreign  trado,  on  the  assumption  of 
free  competition,  as  definitely  as  it  can  determine  the  value  of 
commodities  produced  at  home. 

Suppose  there  are  two  countries  A  and  B,  precisely  similar 
in  their  conditioua  of  jiroduction  as  regards  all  commoflities 
except  silk,  which  is  produced  in  A  and  is  incapable  of  being 
produced  in  B,lhougli  it  would  be  eagerly  consumed  there;  and 
suppose  that  a  trade  previously  prevented  is  now  opened  for 
the  first  time  between  A  and  B,  Silk  will  undoubtedly  be 
carried  fi-om  A  to  B,  but  as  the  trader  could  take  back  nothing 
which  would  have  a  higher  value  iu  A  than  it  had  in  B,  he 
must  to  recoup  himself  sell  the  silk  permanently  at  a  value 
which  wilt  pay  not  only  the  whole  expense  (including  normal 
proHt')  of  carrying  it  from  A  to  B,  but  also  the  whole  expense 
of  carrying  back  something  else- — whatever  can  be  most  con- 
veniently carried — from  B  to  A.  He  must  charge  this,  iu  order 
to  get  the  ordinary  profit;  and  competition  would  prevent  hini 
from  charging  more.  In  this  case  the  normal  value  of  silk  in 
B  will  evidently  exceed  its  value  in  A  by  exactly  the  double 
cost  of  carriage  between  the  two  covmtries;  and  will  therefore 
be  determined  by  the  cost  of  production  just  as  much  as  the 
value  of  silk  in  A  was  before  the  trade  was  opened. 

The  case  supposed  is  no  doubt  highly  iinprobable  ; — and 
even  if  it  existed  at  the  outset,  it  would  most  likely  be  modified 
in  conaeffuence  of  the  trade  itself.  It  is  almost  certain  that 
there  would  be  some  commodity  in  the  production  of  which 
the  second  country  B  had  a  certain  advantage — which  if  pro- 
duced in  A  had  to  be  produced  at  a  higher  relative  cost  of 
production.  Let  us  suppose  that  there  is  one  such  commodity  ; 
which  we  will  take  to  be  hardware.  Then,  even  though  the 
advantage  be  comparatively  slight,  and  less  than  would  be 
required  to  pay  the  cost  of  carrying  the  hardware  from  B  to  A, 
it  is  evident  that  the  trader  who  exports  the  silk  to  B  will 
gain  something  extra  by  bringing  back  the  proceeds  of  its  sale 
to  A  in  hardware  rather  than  any  other  article.  And  this 
extra  gain — like    any   other   diminution    in   the   expenses   of 

'  For  tlio  purpose  of  this  bj-pothetkal  rcasoninK  it  w  legitimate  to  Bupponc 
*  normal  profit  *  to  be  more  deflnitt'ly  and  *imply  deteruiinud  than  we  have  seen 
to  be  actually  the  ca«e. 


Chap.  III.]  THEORY  OF  INTERNATIONAL   VALUES.  209 

bringing  an  article  to  market — industrial  competition  will  tend 
to  transfer  to  the  consumers.  But  the  question  still  remains. 
To  which  set  of  consumers  will  it  be  transferred?  to  those 
of  A  or  to  those  of  B  ?  If  the  amount  imported  from  B  is  not 
sufBcient  to  supply  the  whole  demand  for  hardware  in  A,  at  the 
price  at  which  it  can  be  remuneratively  produced  in  that 
country,  the  normal  price  of  hardware  in  A  may  be  kept  up  by 
its  home  cost  of  production  ;  so  that  the  consumers  of  silk  in  B 
will  reap  the  whole  extra  gain.  But  if  we  suppose  that,  when 
the  trade  is  fully  established,  neither  of  the  wares  exchanged 
is  produced  in  the  importing  country;  the  principle  that  'price 
'must  correspond  to  cost  of  production'  does  not  determine 
in  which  of  two  diflTerent  ways  the  traders'  profits  will  tend  to 
be  brought  down  to  the  ordinary  level ; — whether  by  selling  A's 
wares  a  little  cheaper  in  B  or  B's  wares  a  little  cheaper  in  A. 
The  combination  of  these  two  results  that  the  competition  of 
traders  will  tend  to  bring  about  will  be  determined  ceteris 
parQms,  as  I  shall  presently  explain,  by  the  relation  of  the 
demand  for  A's  wares  in  B  to  the  demand  for  B's  wares  in 
A  But  at  any  rate  it  must  be  a  combination  that  will  realise 
Mill's  "Equation  of  International  Demand":  the  trade  will  not 
be  in  equilibrium  unless  the  quantity  of  A's  wares  sold  in  B 
equal  in  value  the  quantity  of  B's  wares  sold  in  A*:  and  the 
tendency  to  this  result  will  operate  equally,  however  many 
wares  are  exchanged  on  either  side.  The  action  of  industrial 
competition  must  always  be  conceived  as  tending  to  bring  about 
this  equilibrium ;  though  actually,  as  the  laws  of  demand 
no  less  than  the  conditions  of  supply  are  continually  varying, 
the  point  of  equilibrium  must  be  conceived  to  undergo  corre- 
sponding variations ;  and,  at  any  given  time,  the  tendencies 
towards  equilibrium  may  easily  be  less  strong  than  tendencies 
in  the  opposite  direction,  due  to  unforeseen  changes  in  trade  or 
industry*. 

>  I  assume  for  tho  present  that  there  are  no  payments  to  be  made  between 
the  two  countries  on  account  of  other  transactions  than  those  of  trade. 

'  Mill  is  right  in  pointing  out  that  there  may  possibly  be  several  points  of 
eqailibriom :  the  conditions  of  demand  for  the  commodities  exchanged  may  be  such 
that  the  etjuation  of  reciprocal  demand  may  be  equally  well  established  at  any 
one  of  a  number  of  different  sets  of  prices.  But  this  possibiUty  is  not  peculiar 
to  tho  theory  of  International  Values. 

8.  P.  E.  14 
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§  3.  We  may  now  observe  that  in  the  above  reasoning  it 
has  not  been  explicitly  assumed,  that  labour  and  capital  do  not 
move  freely  between  the  trading  countries ;  but  we  have  made 
this  assumption,  implicitly  so  far  as  we  have  ignored  effects  on 
labourers  and  capitalists,  regarded  as  purchasers,  of  any  changes 
in  the  value  of  the  wares  exchanged  in  the  trade.  To  this 
extent,  the  ii^sumptiou  of  the  imperfect  mobility  of  capital  is  no 
doubt  required  to  give  scope  for  the  operation  of  the  law  of 
international  values  above  stated.  For  if  we  suppose  a  perfect 
mobility  of  labour  and  capital  within  any  region,  every  change 
iu  the  price  of  articles  brought  from  a  distance  to  any  place  in 
it  must  be  conceived  to  have  an  effect  proportional  to  its 
magnitude  in  attracting  or  repelling  inhabitants  firom  that 
place ;  and  in  this  case  the  values  of  wares  interchanged 
between  two  places  within  such  a  region  will  be  determined 
ultimately  not  by  the  equation  of  reciprocal  demand  but  by  the 
tendency  to  equalize  the  aggregate  of  utilities  obtainable  by 
similar  sacrifices  iu  dififerent  localities.  But  if  labourers  duly 
supplied  with  capital  will  not  transport  themselves  from  A  to  B, 
merely  in  enter  to  get  B's  exports  cheaper  at  the  cost  of  getting 
A's  exports  dearer ;  then,  so  far  as  trade  between  distant  places 
exists,  the  normal  values  of  the  products  of  such  trade  will  be 
determined  by  the  Equation  of  International  Demand, 

No  doubt  the  varying  degrees  of  mobility  of  labour  and 
capital  vvill  have  important  effects  on  the  course  of  international 
trade ;  since — as  we  have  seen — if  wages  and  interest  are 
considerably  higher  in  one  country  than  in  another  it  may  be 
profitable  for  the  former  to  import  commodities  which  it  could 
produce  with  less  labour  and  capital  at  home.  But  in  any  case 
an  essential  part  of  the  reason  why  a  special  theoretical  treat- 
ment has  to  be  applied  to  the  products  of  international  trade,  is 
that  a  double  cost  of  carriage  has  here  to  be  taken  into  Eiccount. 
In  fact,  we  have  here  a  special  case  of  the  kind  discussed  at  the 
close  of  the  preceding  chapter,  in  which  the  values  of  two 
commodities  are  causally  connected  through  their  being  the 
joint  products  of  one  process  of  production ;  the  one  process 
here  being  the  process  of  double  carriage,  each  half  of  which  is 
commercially  inseparable  from  the  other. 

I  must  now  explain  a  proviso  which  I  should  have  placed 
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earlier  in  this  chapter,  only  that  it  is  more  easily  understood  at 
the  point  of  the  discussion  which  we  have  now  reached.  We 
cannot,  in  treating  of  international  trade,  conceive  '  price '  b& 
we  conceived  it  in  treating  of  the  general  theory  of  value : 
Le.  as  money-price,  the  value  of  money  being  supposed  to 
_reinain  unchanged.  For  in  treating  of  international  trade,  we 
inot  legitimately  assume  that  the  value  of  gold  and  silver 

illion — the  metallic  money  of  commerce — remains  unchanged 
as  we  pass  from  one  country  to  another;  since  bullion,  being 
itself  an  article  of  trade,  will  tend  to  have  in  a  country  which 
obtains  it  by  trade  a  value  higher  than  that  which  it  ha«  where 
it  is  produced,  by  some  portion  of  the  cost  of  its  own  carriage 
and  of  that  of  the  equivalent  brought  home  in  exchange  for  it. 
In  the  present  discussion,  therefore,  we  must  conceive  price  as 
estimated  not  in  the  actual  money  of  any  of  the  trading 
countries,  but  by  a  standard  of  value  common  to  the  countries, 
obtained  by  estimating  and  allowing  for  the  difl'erences  in  the 
value  of  actual  money  :  and,  for  consistency,  we  must  apply  the 

ime  standard  in  estimating  cost  of  production'.  It  will  be 
convenient  to  distinguish  the  price  so  estimated  aa  '  real  price.' 
The  manner  in  which  this  common  standard  of  value  is  to  be 
obtained,  has  been  explained  in  an  earlier  chapter* ;  in  which 
also  the  degree  of  inexactness  to  which  it  is  Eabte  has  been 
pointed  out. 

With  this  proviso,  we  may  say  that,  in  the  manner  ex- 
plained in  the  preceding  section,  each  of  two  mutually  trading 
countries  can  normally  obtain  the  wares  of  the  other  at  a  price 
somewhat  less  than  cost  of  production  jilus  double  carriage, 
owing  to  the  comparative  advantage  that  it  will  usually  have 
over  the  other  in  the  production  of  some  commodity.  It  may 
happen,  of  course,  that  each  product  is  sold  at  such  a  price  that 
it  exactly  pays  its  own  cost  of  carriage  ;  but  there  is  no  general 
tendency  to  this  result.  We  can  only  say  generally  that  the 
horao  cost  of  production  together  with  double  cost  of  carriage 

*  It  will  be  observed  tLat  I  do  not  follow  Mill  in  snbstituting  "kbour"  for 
"wages"  as  the  main  element  of  coHt,  when  treating  of  latcroationAl  Values.  I 
think  that  the  reason  before  given,  for  estimating  cost  of  production  in  terms  of 
remuneration  and  not  of  Bacriflee,  applie«  (o  the  wares  of  international  trade  aa 
mnch  uB  to  any  other  prodacts. 

'  Book  I.  oh.  Li. 
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gives  us  a  maxi-nium  value,  and  home  cost  of  production  without 
cost  of  carriage  a  minimum  value;  between  which  the  normal 
value  of  wares  in  a  foreign  country  may  vary  indefinitely  with 
the  varying  conditions  of  trade ;  but  no  wares  can  rise,  unless 
very  temporarily,  above  the  furmer  point,  and  only  under  very 
exceptional  circumstances  can  any  fall  below  the  latter.  In 
actual  trade  it  never  happens  that  either  extreme  is  reached,  at 
least  by  the  aggregate  of  a  country's  exports ;  there  are  always 
some  products  to  be  found  in  producing  which  a  countiy  has  at 
least  a  relative  advantage  as  compared  with  some  of  the 
countries  with  which  it  trades ;  accordingly  most  (if  not  all)  of 
the  wares  of  international  trade  are  normally  sold  in  the 
countries  importing  them  at  prices  which  will  pay  at  least  some 
part  of  their  cost  of  carnage,  as  weU  as  their  home  cost  of  pro- 
duction. In  speaking  of  the  home  cost  of  production  of  the  wares 
exchanged,  we  must  bear  in  mind  that  the  cost  of  producing 
such  wares — estimated  separately  from  the  cost  of  the  trade 
itself — will  often  be  materially  altered  by  the  extension  of  their 
sale  which  the  trade  brings  about ;  and  their  prices  aa  imports 
vrill  of  course  be  altered  in  the  same  direction  (though  not 
necessarily  in  precisely  the  same  ratio).  On  the  one  hand, 
in  the  case  of  manufactured  articles,  the  extension  of  sale  is 
sometimes  the  cause  of  a  material  cheapening  in  their  cost  of 
production,  by  enabling  the  manufacture  to  be  carried  on  upon 
a  larger  scale;  while,  on  the  other  hand,  in  the  case  of  agricul- 
tural produce,  we  can  often  observe  that  the  initial  rise  of 
price  which  the  foreign  demand  causes  is  sustained  by  a  per- 
manent increase  in  the  cost  of  producing  the  costliest  portion  of 
tho  article.  Apart  from  these  reactions  of  demand  on  cost 
of  production,  the  division  of  double  cost  of  carriage  between 
the  two  countries  will  depend  upon  the  degree  in  which  the 
demand  in  either  country  for  the  foreign  wares  of  the  other  is 
more  easily  extensible  than  the  corresponding  demand  on 
the  other  side — i,c.  is  of  such  a  kind  that  a  comparatively  small 
fall  in  the  prices  of  the  foreign  wares  causes,  ceteris  pai'ibus, 
a  comparatively  large  extension  in  the  purchases  of  them.  The 
more  this  is  the  case,  the  larger  will  be  the  share  of  the  double 
cost  of  carriage  that  will  tend  to  be  added  to  the  imports  of  the 
country  in   question.     For,  through  the  oscillations  of  supply 
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that  practically  determine,  at  any  given  time,  the  division  of 
the  double  cost  of  carriage,  this  extensibility  of  demand  will 
keep  up  the  prices  on  the  one  side  as  compared  with  the  other ; 
BO  that  the  equilibrium  of  trade  will  tend  to  be  attained  at  a 
rate  of  interchange  favourable  to  the  country  where  the  demand 
for  foreign  wares  is  less  extensible. 

§  4.  The  view  above  given  of  the  dctennination  of  interna- 
tional values  may — with  due  precautions — be  illuatrateil  by  the 
familiar  phenomenon  of  the  fluctuations  in  exchange  of  money 
between  two  coimtries.  For  it  is  by  means  of  these  fluctuations 
that  the  transactions  of  Importation  and  Exportation  are  econo- 
mically connected;  since  the  payments  due  to  foreigners  in  con- 
sequence of  importation  are  normally  liquidated  by  transferring 
the  money-debts  due  from  foreigners  in  consequence  of  exporta- 
tion. When  the  exchange  between  two  countries  ia  at  par,  any 
Buch  debt — assuming  for  simplicity  that  its  payment  is  certain 
and  immediate  and  that  both  countries  have  standard  coin  of 
the  same  metal — is  purchasable  on  either  side  for  an  amount 
of  coined  metal  equivalent  to  that  which  the  debt  renders  jmy- 
able  on  the  other  side  ;  the  instrument  of  transfer  being  usually 
a  bill  of  exchange, — i.e.  a  wntten  order  by  the  exporting  mer- 
chant directing  his  correspondent  in  the  country  to  which  he 
baa  exported  to  pay  the  money  due.  In  this  way,  when  the 
exchange  is  at  pai-  between  two  countries,  as  the  means  of 
paying  money  due  in  either  may  be  purchased  in  the  other  by 
an  equivalent  amount  of  domestic  coin,  the  money-price  of  the 
wares  of  either  in  the  other  will  tend  to  correspond  to  the 
money-cost  of  production  at  home  together  with  the  money-cost 
of  carriage.  But  if  the  trade  has  produced  an  excess  of  debts 
on  either  side,  it  may  not  be  possible  to  liquidate  it  without  the 
payment  of  actual  coin :  and  then  competition  may  increase  the 
price  of  bills  payable  in  the  country  to  which  coin  has  to  be 
Bent  by  a  premium  equivalent  to  the  total  cost  of  sending 
bullion  or  foreign  coin  to  the  country  in  <iueation,  and  trans- 
forming it  into  the  current  coin  of  that  country.  When  the 
price  of  bills  has  risen  to  this  point,  it  is  evident  that  the  coat 
of  importing  wares  from  the  country  in  question,  to  be  paid  for 
by  these  high-priced  bills,  must  substantially  include  the  cost 
of  conveying  the  money  back  as  well  as  the  cost  of  carriage  of 
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the  wares  themselves.  On  the  other  hand,  when  the  opposite 
extreme  of  the  fluctuation  is  reached,  the  cost  of  carriage  of  the 
wares  themselves  is  at  least  partly  paid  by  premiums  on  bills'. 

These  fluctuations  accordingly  exemplify  and  in  a  sense 
represent  the  fluctuations  in  the  real  cost  of  obtaining  foreign 
wares  of  which  our  theory  gave  an  account.  But,  for  the  reason 
explained  in  the  preceding  section,  the  former  do  not  exactly 
corres])ond  to  the  latt^^r :  for  if  money  have  a  greater  purchasing 
power  in  (say)  the  United  States  than  in  England,  the  addition 
to  the  real  price  of  English  goods  in  the  United  States,  over 
their  real  price  in  England,  will  be  correspondingly  greater  than 
it  appears  ;  and  vice  versd. 

In  the  preceding  discussion  I  have  supposed  for  simplicity's 
sake  that  only  two  couu tries  are  engaged  in  trade,  and  that 
their  mutual  indebtedness  arises  only  from  the  exchange  of 
their  respective  produce.  In  applying  the  theory  to  concrete 
facts  it  must  be  borne  in  miiul,  first,  that  the  mutual  indebted- 
ness of  nations  results  "  from  the  relative  totals  of  all  the 
"amounts  expended  by  each  upon  the  other,  whether  in 
"payment  of  produce  and  manufactures,  or  for  the  purchase 
"of  shares  and  public  securities,  or  for  the  settlement  of  profits, 
"commissions,  or  tributes  of  any  kind,  or  for  the  discharge 
"  of  the  expenses  incurred  in  foreign  residence  or  travel :  in 
"fact,  from  the  entire  payments  (or  promises  to  pay)  which 
"pass  between  the  respective  countries.  The  liability  incurred 
"is  identical  in  its  effect,  whatever  its  origin  may  be*;"  every 
such  liability  has  to  be  liquidated  by  the  transmission  either 
of  money  or  of  an  order  to  receive  money  payable  in  the 
foreign  country.  Still  the  greater  part  of  the  transactions  by 
which  debts  are  incurred  between  countries,  and  the  means  of 
paying  such  debts  obtained,  consists  of  the  importations  and  ex- 
portations  of  produce. 

And  secondly,  it  must  be  borne  in  mind  that  the  condition 
of  the  Foreign  Exchanges  of  any  country,  and  consequently 
the  share  that  it  pays  of  the  cost  of  its  foreign  tra<ie,  depends 
on  its  relations  of  debit  and  credit  not  with  each  country  sepa- 


t  I  Bay  '  at  least  partly, '  beoange  in  most  cases  the  cxpeoBO  of  conveying  goods 
IB  greater  than  the  expense  of  conveying  money, 
•  QoBchen,  Foreign  Exehangei,  o.  2. 
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rately,  but  with  all  countries  taken  together;  since,  through 
the  process  technically  called  arbitration  of  exchange,  a  pay- 
ment due  from  country  A  to  country  B  may  be  made  by 
assigning  to  B  a  debt  due  from  a  third  country  C  to  A. 
"  There  is  some  little  additional  expense,  partly  commission 
"  and  partly  loss  of  interest,  in  settling  debts  in  this  circuitous 
"  manner,  and  to  the  extent  of  that  small  diSerence  the  ex- 
"  change  with  one  country  may  vary  apart  from  that  with 
"others;  but  in  the  main,  the  exchanges  with  all  foreign 
"countries  vary  together,  according  as  the  country  has  a 
"  balance  to  receive  or  to  pay  on  the  general  result  of  its 
"foreign  transactions'." 

§  5.  The  theory  above  expounded  applies,  of  course,  to 
trade  within  a  country  no  less  than  to  foreign  trade ; — unless, 
as  I  said  before,  the  necessity  of  considering  the  equation  of 
reciprocal  demand  is  superseded  by  the  assumption  of  a  perfect 
mobility  of  capital  and  labour.  It  is  therefore  strictly  to 
be  called  a  'Theory  of  the  values  of  wares  exchanged  between 
'distant  places,'  rather  than  a  Theory  of  International  Values. 
It  is  true  that  in  a  country  where  the  same  paper  currency 
was  used  throughout,  the  facts  that  we  have  been  examining 
would  generally  escape  notice ;  because  as  the  cost  of  trans- 
mitting money  would  be  trifling,  there  could  be  no  manifest 
fluctuations  of  inland  exchange.  Still,  none  the  less  would 
money  be  more  abundant  and  prices  at  a  higher  level  in  towns 
or  districts  for  whose  products  there  was  a  keen  demand  in 
other  parts  of  the  country :  so  that  the  former  would  really 
bear  less  than  an  equal  share  of  the  cost  of  the  trade  that  they 
carried  on  with  the  latter.  Accordingly,  there  is  no  sharp 
distinction  to  be  drawn — apart  from  the  effects  of  govern- 
mental interference — between  the  laws  actually  governing  the 
values  of  products  sold  within  the  country  in  which  they  are 
produced,  and  the  laws  governing  the  values  of  imported  wares. 
All  that  can  be  said  is  that  in  dealing  with  a  modern  civilised 
country,  duly  furnished  with  moans  of  communication  and  con- 
veyance and  substitutes  for  coin,  the  error  involved  in  our  as- 
sumption that  the  market  values  uf  domestic  products  tend  to 
be  everywhere  the  same,  allowing  for  the  cost  of  their  carriage 
1  Mill,  Book  m.  a  XX.  §  3. 
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to  market,  -will  generally  speaking  be  comparatively  slight ; 
whereas  in  considering  the  values  of  the  wares  of  international 
trade,  a  similar  error  would  not  unfrequently  bo  materiaP. 

At  the  same  time,  it  is  only  in  the  case  of  Foreign  Trade 
that  the  investigation  of  tbe  conditions  of  favourable  inter- 
change excite  practical  interest;  because  it  is  only  in  this 
case  that  there  has  ever  been  a  serious  question  of  govern- 
mental interference  with  a  view  of  making  the  interchange 
more  favourable.  Whether  such  interference  can  ever  be  on 
the  whole  expedient  I  do  not  now  propose  to  discuss:  but  it 
may  be  observed  that  the  theoretical  determination  of  the  divi- 
sion of  tlie  expenses  of  Foreign  Tratle  docs  not  enable  us  to 
determine  the  total  amount  of  the  gain  resulting  from  such 
trade  to  either  nation.  To  know  this,  we  must  know  what 
each  nation  would  have  produced  with  the  labour  and  capital 
now  employed  in  producing  for  foreign  trade  :  which  generally 
we  can  but  vagiiely  gues3. 

Nor,  again,  does  it  in  any  way  follow  that  the  nation  that 
pays  the  greatest  share  of  the  double  cost  of  carriage  is  the 
one  that  gains  least.  Indeed  the  very  opposite  may  very  likely 
be  the  fact ;  as  will  appear  if  we  look  again  at  the  hypothetical 
case  considered  in  §2,  where  we  supposed  an  entirely  unre- 
ciprocated demand  in  one  country  B  for  the  products  of  another 
country  A.  Under  these  circumstances,  as  we  saw,  the  trade 
tends  to  be  carried  on  under  the  most  unfavourable  condi- 
tions possible  for  B,  as  far  as  the  division  of  expenses  is  con- 
cerned; since  the  consumers  in  B  have  to  pay  the  whole  of  the 
double  cost  of  carriage.  On  the  other  hand  it  is  not  improbable 
that  the  consumers  in  B  will  have  the  greater  gain  in  utility  ; 
since  they  obtain  access  by  the  trade  to  an  entirely  new  com- 
modity, whereas  the  inhabitants  of  A  only  obtain  at  best  a 
somewhat  more  economical  way  of  acquiring  commodities  pro- 
ducible at  home. 

'  Hence,  in  the  diBcuaaion  of  the  preceding  chapter,  we  neglected,  for  tarn- 
plicity'B  sake,  the  differences  in  tho  purchasing  power  of  money  in  different 
localities  witliin  the  same  country.  These  dLfferenooa,  as  we  have  before  seen, 
it  is  theoretically  impossible  to  estimate  with  perfect  exactneas;  but  it  should  be 
obserred  that  so  far  as  they  actually  exist,  a  further  theoretical  imperfection  is 
introduced  into  the  detenninotiou  of  valne  by  cost  of  prodnction. 
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§  1.  In  the  course  of  the  preceding  chapter  we  have  been 
led  to  see  the  importance,  in  the  theory  of  "international" 
values,  of  a  clear  view  of  the  nature  and  causes  of  variations 
in  tlie  values  of  money.  But  the  very  denotation  of  the  terna 
money  is  so  fluctuating  and  uncertain,  that  before  we  discuss 
the  laws  by  which  its  value  is  determined,  it  seems  desirable 
to  make  a  thorough  and  systematic  attempt  to  define  the  term 
itself. 

Here,  as  in  previous  attempts  to  obtain  definition,  it 
seems  best  to  begin  by  a  careful  and  unbiassed  consideration 

1  JoTons,  in  lua  excellent  little  book  an  "Money,"  tells  ua  that  the 
ingcnioQg  attempts  thnt  have  beon  made  to  define  money  "involve  the  logical 
"blnndcr  of  snppofling  that  wo  may,  by  nettling  the  meaning  of  n  Ringle  word, 
"  avoid  all  the  cumplcx  differences  and  various  conditions  of  many  things,  re- 
" quiring  each  its  own  deAuition."  Without  denying  that  thia  blunder  has  been 
BOtnetimes  committed,  I  think  it  miRleadiDR  to  suggest,  as  Jcvons  does,  that 
the  attempt  to  define  a  olasK-name  nec«s.sarily  implies  a  neglect  of  the  spccitio 
differences  of  the  things  contained  in  the  class.  Indeed,  when  he  goes  on  to 
nay  that  the  many  things  which  arc  or  may  bo  called  money — "  bullion,  standard 
"  coin,  token  coin,  convertible  and  inconvertible  notoa,  legal  tender  and  not  legal 
"tender,  cheqnes  of  various  kinds,  mercantile  bills,  exchequer  bills,  stock  cer- 
"tifloatC'S,  ito." — "require  each  its  own  definition,"  he  apparently  matntaina  the 
rather  parHdoxical  position  that  it  is  logiunlly  oorrcct  to  give  definitions  of  B 
number  of  speoies,  bat  logically  erroneons  to  try  to  define  their  common  genua. 
It  is  easy  to  show  that  several  at  least  of  those  more  special  notions  present  just 
the  same  sort  of  diOloulties  when  we  attempt  to  determine  them  precisely  as  the 
wider  notion  "  money"  does.  For  inalance,  the  distinction  between  bullion  and 
coin  seems  at  firvit  sight  plain  enough ;  but  when  we  ask  under  which  head  we 
are  to  classify  gold  pieces  circulating  at  their  market  value  in  a  country  that 
has  a  Hingle  silver  standard,  we  see  that  it  is  not  after  all  so  easy  to  define  coin. 
The  charaoteristio  of  being  materially  coined — that  is,  out  and  stamped  by 
authority — though  it  has  always  been  combined  in  our  own  experience  with  the 
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of  the  actual  usage  of  the  temi.  And  here  we  are  met  at  the 
outset  by  a  rather  remarkable  phenomenon.  There  seems  to 
be  a  tolerable  accord  among  persons  who  write  about  money  in 
England  at  the  present  time,  as  to  the  denotation  that  ought 
to  be  given  to  the  term  when  they  directly  attempt  to  define 
it;  at  any  rate,  the  margin  of  difference  is  inconsiderable  in 
comparison  with  the  amount  of  their  agreement.  Unfortu- 
nately the  denotation  so  given  disagrees  very  widely  with 
their  customary  use  of  the  terra  when  they  are  not  trying  to 
define  it;  and  this  discrepancy  is  not  of  a  minor  kind,  but 
as  fundamental  as  can  well  be  conceived.  When  the  ques- 
tion is  expressly  raised  they  have  no  doubt  that  by  money 
they  mean  what  they  also  call  currency,  that  is,  coin  and 
bank-notes.  They  sec  the  need  of  distinguishing  the  latter 
as  paper  money  or  paper  currency ;  and  they  recognize  the 
existence  of  a  narrower  definition  which  restricts  the  term 
money  to  coined  metal,  on  the  view  that  bank-notes  arc  mere 
promises  to  pay  money,  which  ought  not  to  be  confounded  with 

cbaracteriBtio  of  being  legal  tender,  is  capable  of  being  Beparated  from  it ;  bo 
thftt  wo  havo  to  ehooao  betwefu  tlie  two  in  our  definition.  Similarly,  we  may 
iuiiaire  whether  by  caUing  notea  convertible  it  is  merely  meant  that  their  issaer 
Ims  pronii»ei]  to  convert  them  into  coin  on  (iemaud,  or  whether  a  belief  is 
affinned  that  he  would  ho  convert  them  if  rciiuircd  ?  If  the  latter  alternative  bo 
chosen,  it  must  be  evident  that  the  Ic^'itiiuocy  of  such  a  belief  mnst  depend 
upon  the  uutiire  and  extent  of  the  proviBJons  made  by  the  issuer  for  meeting 
denifuidB  of  coin;  so  that  in  order  to  define  convertibility  precisely  we  sliall 
have  to  determine  what  provisions  are  adequate,  and  whether  all  possible 
demands  should  bo  provided  for  or  only  Euch  as  may  reasonably  be  expected. 
Then  further,  how  shall  we  treat  the  case — which  used  to  be  common  in  the 
United  States — of  notes  for  which  coin  wiU  almost  certainly  be  paid  if  demanded, 
but  not  without  a  seriouB  loas  of  good-will  to  the  dcmauder?  In  short,  we  cannot 
escape  the  proverbial  dilBoulties  of  drawing  a  line,  if  we  attempt  to  nsc  any 
economic  tenns  with  precision ;  and  instead  of  seeing  in  these  difficalties — as 
Jevons  seems  to  do — a  ground  for  not  making  tho  attempt,  I  venture  to 
take  an  exactly  opposite  view  of  them.  I  think  that  there  ia  no  method  ao 
convenient  for  bringing  before  the  mind  the  "complex  differences  and  various 
"conditions"  of  the  matters  that  it  is  occupied  in  atuiiying,  na  jnat  this  effort  to 
define  general  torma.  The  gain  derived  from  this  procesa  (as  I  have  urged  in  a 
prc'vioas  chapter)  ia  quite  independent  of  its  suoceas.  Wc  may  find  that  the 
reasons  for  drawing  any  proposed  line  between  money  and  things  rather  like 
money  are  balanced  and  indecisive.  But  since  such  reasons  must  consist  in 
statements  of  the  important  resemblances  and  differences  of  the  things  that  wo 
are  trying  to  classify,  the  knowledge  oi  them  must  be  usefol  in  economic 
leuoning,  whatever  dtifinition  we  may  ultimately  adopt. 
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money,  however  currently  they  may  be  taken  for  it.  But  they 
are  generally  disposed  to  reject  this  view  as  a  heresy;  and 
though  the  narrower  sense  is  that  adopted  by  several  econo- 
mists of  repute,  I  imagine  that  it  would  be  regardetl  aa  at  least 
old-fashioned  by  practical  men ;  except  so  far  as  the  word  is 
quite  technically  employed  in  relation  to  the  details  of  banking 
business.  Again,  though  in  the  '  Resumption '  controversy 
in  the  United  States  it  was  maintained  that  inconvertible 
notes  ought  not  to  be  regarded  as  money,  I  do  not  think 
a  definition  excluding  such  notes — but  including  convertible 
notes — has  ever  found  favour  in  England  ;  although  English 
financial  authorities  are  of  course  agreed  that  inconvertible 
paper  is  a  bad  kind  of  money.  Further,  our  authorities  allow 
that  there  is  a  certain  resemblance  between  bank-notes  and 
bills  of  exchange,  letters  of  credit,  promissory  notes  issued  by 
private  persons,  &c. ;  but  though  they  may  regard  these  latter 
as  constituting  an  "auxiliary  currency,"  they  do  not  consider 
them  to  be  currency  in  the  strictest  sense,  and  therefore  do  not 
call  them  money.  The  only  important  point  on  which  their 
utterances  are  doubtful  or  conflicting  is  the  question  whether 
notes  is.<jued  by  private  banks  and  not  made  legal  tender  should 
be  considered  as  money ;  the  importance  of  this  question,  how- 
ever, so  far  as  England  is  concerned,  is  continually  diminishing. 
But  when  bankers  and  merchants,  or  those  who  write  for  them, 
are  talking  of  "money"  in  tlie  sense  in  which,  generally  speak- 
ing, they  are  most  practically  concerned  with  it — of  money 
which  is  said  to  be  sometimes  "  scarce "  and  at  other  times 
"  plentiful  "  in  what  is  called  the  "  money  market ", — they  speak 
of  something  which  must  be  defined  quite  differently.  For 
though  coin  and  bank-notes  form  a  specially  important  part  of 
money-market  money,  still,  in  such  a  country  as  England  where 
deposit-banking  is  fully  developed  and  payment  by  cheque 
customary,  the  greater  part  of  snch  money  must  consist  of 
bankers'  promises  to  pay  coin'  oti  demand,  not  "embodied"  or 
represented  otherwise  than  by  rows  of  figures  in  their  books. 

'  It  may  be  said  that  EngLkh  bankors  are  not  strictly  liable  to  pay  their  debts 
in  coin,  as  they  may  tender  Bank  of  England  notes  instead.  Dnt  as  these  notes 
ue  only  legal  tender  so  long  as  the  lasae  Deportment  of  the  Bank  of  England 
gives  coin  for  them  on  demand,  the  phrase  in  the  text  is  substantially  accurate. 
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What  has  just  been  said  will  appear  to  some  of  my  readers 
a  truism.  But  there  are  prob.ibly  others  to  whom  it  will 
appear  a  paradox ;  and  for  the  sake  of  these  latter  it  will  be 
wull  to  pause  and  illustrate  pretty  fully  this  u.se  of  the  term 
Money.  I  shall  take  my  illustratious  from  Bagehot's  Lovibard 
Street  as  being  a  widely  read  book  written  by  a  distinguished 
economist  for  practical  men.  Now  it  is  true  that  Bagehot  never 
says  that  in  speaking  of  the  money  of  Lombard  Street,  the 
possession  of  which  makes  England  "  the  greatest  moneyed 
country  in  the  world/'  he  means  a  commodity  of  which  the 
greater  part  exists  only  in  the  form  of  bankers'  obligations  to 
pay  money  on  demand,  not  even  embodied  in  bank-notes.  But 
there  are  many  passages  in  which  it  is  clear  that  he  can  mean 
nothing  else'.     Take,  for  example,  the  following: — 

"Every  one  is  aware  that  England... tias  much  more  imme- 
"diatcly  disposable  and  ready  cash  than  any  other  country, 
"  But  very  few  persons  are  aware  how  much  greater  the  ready 
"balance — the  floating  loau-fuud,  which  can  be  lent  to  any  one 
"  for  any  purpose — is  in  England  than  it  is  anywhere  else  in  the 
"  world.  A  very  few  figures  will  shew  how  large  the  London 
"loan-fund  is,  and  how  much  greater  it  is  than  any  other.  The 
"known  deposits — the  deposits  of  banks  wliich  publish  their 
"accounts — are,  in 

"Loudon  (31st  December,  1872)     .         .  £120,000,000 

"  Paris  {27th  February.  1873)          .         .  13,000,000 

"New  York  (February,  1873)         .         .  40,000,000 

"  German  Empire  (31st  January,  1873)  .  8,000,000 

"  Aud  the  unknown  deposits — the  deposits  in  banks  which  do 
"  nut  publish  their  accounts — are  in  Loudon  much  greater  than 
"  those  in  any  otiier  of  these  cities.  The  bankers'  deposits  of 
"  London  are  many  times  greater  than  those  of  any  other  city — 
"  those  of  Great  Britain  many  times  greater  than  those  of  any 
"other  country'," 

Here  Bagehot  clearly  regards  these  bankers'  deposits  as  "im- 
"  mediately  disposable  and  ready  cash."   But  if  we  ask  ourselves 

•  There  arc,  no  rloubt,  other  passages  in  Lmnbitrd  Street — aa  will  be  pre- 
sen  tly  noticed — where  '  money '  iu  used  in  the  oarrower  sense  of  '  metallia  money ', 
'  Lombard  Street,  o.  i.  p.  4. 
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where  and  in  what  form  this  "  cash  "  exists,  it  must  be  evident 
that,  at  any  given  time,  most  of  it  exists  only  in  the  form  of 
liabilities  or  obligations,  acknowledged  by  row«  of  figures  in  the 
bankers'  books ;  and  that  it  is  transferred  from  owner  to  owner, 
and  thus  fulfils  all  the  functions  of  a  medium  of  exchange, 
without  ever  assuming  a  mure  material  shape.  Most  persons, 
no  doubt,  who  have  not  specially  considered  the  matter,  have  a 

.▼ague  impression  that  these  figures  in  bankers'  books  "repre- 
"  sent "  sovoreigutj  or  bank-notes ;  which,  though  they  are  not 
actually  in  the  banker's  possession,  have  yet  passed  through  his 
hands,  and  exist  somewhere  in  the  commercial  world.  But  if 
this  view  does  not  vanish  on  a  few  momeuta'  reflection,  it  must 
at  any  rate  be  effectually  dispelled  by  a  perusal  of  Lombard 
Street;  since  the  main  drift  of  that  book  is  to  bring  prominently 
forward  the  fact  that,  in  consequence  of  the  "  one-reserve  sys- 
"  tem  "  upon  which  Euglitsh  banking  is  constructed,  but  little  of 
this  immense  "  loan-fund  which  can  be  lent  to  any  one  "  could 

I  possibly  be  presented  in  the  shape  of  coin  or  bank-notes.     Of 

'course  some  portion  of  the  money  lent  by  London  bankers  is 
continually  taken  from  them  in  this  shape.  But  a  little  reflec- 
tion on  the  mwle  in  which  it  is  borrowed  and  used  will  show 
how  comparatively  small  this  portion  is.  Such  loans  are  cliietiy 
lade  to  traders,  either  directly  by  the  bankers  or  through  the 

[agency  of  the  bill-brokers ;  and  when  a  trader  borrows  from  his 
bank,  he  almost  always  does  so  by  having  the  loan  placed  to 
his  credit  in  his  banker's  books,  and  drawing  against  it  by 
cheques ;  and  the  effect  of  such  cheques,  for  the  most  part,  is 
not  to  cause  the  money  to  be  produced  in  the  form  of  coin  or 
notes,  but  merely  to  transfer  the  claim  on  the  banker  to  some 
other  customer  of  the  same  or  some  other  bank.  The  bank- 
notes aud  gold  are  merely  the  small  change  of  such  loans ;  and 
it  is  only  when  inuucy  is  lent  to  manufacturers  and  farmers, 
who  have  large  sums  to  pay  in  wages,  that  the  amount  of  this 
change  bears  even  a  considerable  proportion  to  the  whole  luau. 
It  may  seem  that  when  cheques  on  one  bank  are  paid  into 
another,  material  money  must  pass  between  bank  and  bank. 
But  by  the  system  of  the  Clearing  House  the  mutual  claims  of 
the  different  banks  are  set  off  against  each  other;  so  that,  oven 
when  the  balance  daily  due  from  each  bank  to  any  other  was 
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paid  in  notes,  the  amount  of  those  required  was  very  small  in 
proportion  to  the  amount  of  liabilities  transferred ;  and  now  no 
notes  are  commonly  needed  at  all,  as  such  balances  are  paid  by 
drafts  on  the  Bank  of  England,  where  the  other  banks  keep  the 
main  part  of  their  reserves. 

But  we  may  reach  the  same  result  more  briefly  by  means  of 
a  few  statistics,  which  I  take  from  Mr  Palgrave's  Notes  an 
Banking,  published  iu  1S73.  Mr  Palgrave  estimates  the  whole 
amount  of  deposits  held  in  English,  Scotch,  and  Irish  banks 
(exclusive  of  the  discount- bouses)  on  the  12fch  of  March,  1873, 
at  about  4S6  millions,  the  liabilities  of  the  London  banks  alone 
being  about  1?!^  millions:  while  he  estimates  the  metallic 
circulation  of  the  whole  kingdom  iu  1872  at  about  105^  millions, 
and  the  note  circulation  at  43  millions.  If  we  consider  that 
more  than  10  millions  of  notes  and  coin,  on  the  average,  were 
kept  as  reserve  by  the  Bank  of  England,  and  that  the  provincial 
banks  require  a  considerably  larger  proportion  of  coin  for  their 
daily  business  than  the  London  banks,  we  shall  require  no 
elaborate  proof  to  convince  us  that  the  greater  part  of  the 
"unequalled  loau-fund"  of  Lombard  Street  can  never  emerge 
from  the  immaterial  condition  of  bankers'  liabilities'. 

The  difficulty,  indeed,  is  not  to  prove  this,  but  rather  to 
explain  why  this  obvious  truth  is  overlooked,  or  even  implicitly 
denied;  not  merely,  as  has  already  been  said,  in  all  formal 
definitions  of  money,  but  iu  most  of  what  is  said  and  written 
about  the  functions  of  bankers.  Mill,  for  instance,  implies 
over  aud  over  again  that  the  medium  of  exchange,  which  it  is 
the  business  of  bankers  to  collect  from  private  individuals  and 
lend  to  traders,  consists  altogether  of  coined  metal^-or  at  least 
of  coin  aud  paper  substitutes  for  coin  made  legal  tender  by 
Government*:  and  a  similar  implication  is  contained  in  much 
of  Bagehot's  language'. 

1  In  a  paper  published  by  the  StatistioAl  Society  in  March  1876,  Mr  John 
Dun  estimated  the  deposits  of  the  banks  of  th«  United  Kingdom  to  amoont 
to  over  £90  millions  of  pounds. 

'  Compare,  among  other  passages,  B.  m.  o.  xi.  §  %  and  c.  xji.  §  2. 

•  Cf.  (e.({.)  Lomfcani  Srr<;("t,  c.  vi.p.  1-13.  The  only  English  writers  on  ourrenoy 
known  to  me  who  adequately  aroid  thin  erroueous  cxwceptiou  are  Professor 
Bonamy  Price  and  Mr  Macleod :  and  I  may  take  thia  oocaeion  to  acknowledge 
my  obligations  in  the  present  chapter  to  Mr  Macleod's  Theory  of  Banking.    In 
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§2.  The  explanation  of  this  serious  and  wide-spread  in- 
accuracy of  thought  and  language  is,  I  think,  two-fold.  In 
mauy  cases  it  is  due  to  an  inadvertent  inference  from  a  part 
to  the  whole,  of  the  kind  that  has  caused  so  many  economic 
fallacies.  A  practical  man  is  aware  that  (in  ordinary  times) 
he  can  convert  any  portion  of  his  banker's  liabilities  into  gold 
or  notes  at  will,  and  that  be  only  leaves  it  in  its  immaterial 
condition  for  his  own  convenience, — being  less  afraid  of  the 
failure  of  his  bank  than  he  is  of  having  his  gold  or  notes 
stolen.  Hence  be  naturally  comes  to  think  and  speak  of  all 
the  "  money  at  his  bank  "  as  "  ready  cash  " ;  and  thus,  with 
Bagehot,  conceives  England  as  having  "  more  ready  cash  "  than 
any  other  country.  When,  however,  he  comes  to  consider 
possible  crises  and  collapses  of  credit,  the  difference  between 
bankers'  liabilities  and  their  means  of  meeting  them  becomes 
only  too  palpable;  the  same  thing  that  he  has  just  called 
"cash"  appears  to  him  in  its  opposite  character  of  "credit"; 
and — again  with  Bagehot — he  views  England's  "cash  in  hand" 
as  being  "so  exceedingly  small  that  a  bystander  almost  tiem- 
"bles  at  its  minuteness  compared  with  the  immensity  of  the 
"credit  that  rests  upon  it."  These  two  views  of  "cash"  or 
"money"  exist  side  by  side  in  his  mind,  without  being  brought 
into  any  clear  or  consistent  relatiun  to  each  other ;  and  thus 
we  get  the  paradoxical  result  which  I  noticed  at  starting,  that 
when  such  a  practical  man  is  called  upon  to  give  an  express 
definition  of  money,  he  formally  ignores  the  greater  part  of  the 
actual  medium  of  exchange,  of  which  in  the  ordinary  course 
of  his  business  he  is  continually  thinking  and  speaking  as 
"  money." 

So  far,  however,  as  this  inadequate  representation  of  the 
facts  is  common  also  to  theoretical  economists,  it  is  rather 
fliecause  the  existence  of  this  immaterial  money  is  obscured  to 
their  view,  not  by  the  material  money  into  which  the  banker  is 
bound  to  convert  it,  but  by  the  goods  other  than  money  which 
the  bankers'  customers  purchase  by  means  of  it. 

For  instance,  Mill  begins  his  chapter  on  the  Value  of  Money 
by  "clearing  from  our  path  a  formidable  ambiguity  of  language," 

■ayisg  this,  I  mnst  guard  mysolf  against  b^g  understood  to  approve 
Mr  Maoleod's  general  treatment  of  Economics. 
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by  which,  as  he  explains,  money  is  commonly  confounded  with 
capital. 

"When  one  person  lends  to  another,"  be  says,  "what  he 
"really  lends  is  so  much  capital ;  the  money  is  the  mere  instiu- 
"  ment  uf  the  transfer.  But  the  capital  usually  passes  from  the 
"  k'uder  to  the  receiver  through  the  means  either  of  money,  or 
"  of  an  order  to  receive  money,  and  at  any  rate  it  is  in  money 
"that  the  capital  is  computed  and  estimated  Hence,  bor- 
"  rowing  capital  is  universally  called  bori'owing  nioney ;  the 
"loan  market  is  called  the  money  market ....  and  the  equiva- 
"lont  given  for  the  use  of  capital,  or,  in  other  words,  interest,  is 
"not  only  called  the  interest  of  money,  but,  by  a  grosser  per- 
"  version  of  temis,  the  value  of  money." 

Now,  I  do  not  deny  that  there  is  a  confusing  ambiguity  in 
the  phrase,  "value  of  money";  but  the  language  that  Mill 
uses  in  exposing  it  seems  to  me  open  to  a  similar  objection. 
It  is  true  that  when  the  value  of  money  is  mentioned  in 
Lombard  Street,  it  is  not  the  purchasing  power  of  money, 
measured  in  commodities,  that  is  intended;  it  is,  however, 
strictly  and  precisely  the  value  of  the  temporary  use,  not  of 
capital  generally,  but  of  money  (including  bankers'  obligations) 
in  particular';  estimated,  as  other  values  are  commonly  esti- 
mated, in  terms  of  money.  Of  course,  a  man  ordinarily  borrows 
niouey  in  order  to  buy  something  else,  or  to  pay  for  something 
already  bought ;  but  what  ho  actually  borrows — and  is  legally 
bound  to  repay — is  the  medium  of  exchange,  and  it  is  materially 
inexact  to  represent  him  as  borrowing  anything  else.  In 
borrowing  and  lending,  just  as  in  ordinary  buying  and  selling, 
the  function  of  the  medium  of  exchange  is  to  facilitate — while 
also  complicating — the  transfer  of  other  commodities  :  but  that 
is  no  justification  for  suppressing  the  fact  of  its  intervention,  or 
misrepresenting  its  nature*.     This  intervention  of  course,  is  not 

^  The  canees  which  teed  to  mako  the  rate  of  interest  or  discotmt  paid  for  the 
nse  of  money  divergo  somewhat  from  the  rate  of  iaterest  oa  capital  geoeraily  will 
be  discussed  iu  the  next  chapti^r. 

'  When  Mill  speaks  conteniptuounly  of  an  "  extension  of  credit  being  talked 
"of.. ..88  if  credit  actnaUy  wore  capital,"  whereas  it  is  only  "permission  to  use 
■■  the  capital  of  another  person,"  it  is  to  be  observed  that,  in  a  certain  sensfl 
it  may  be  said  of  gold  coin  that  its  only  fonotion  is  to  "permit"  or  enable 
its  owner  to  obtain  and  use  other  wealth :  and  that  it  is  only  in  this  sense  that 
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strictly  indispensable ;  commodities  might  be  exchanged  directly 
for  each  other,  or  borrowed  without  the  intervention  of  a 
medium,  as  houses  and  land,  for  the  most  part,  actually  are 
borrowed.  And  it  may  be  useful  sometimes,  in  giving  a  gene- 
nil  view  of  economic  facts,  to  omit  the  medium  of  exchange 
altogether  from  our  consideration ;  ami  to  represent  the  per- 
sons who  purchase  goods  with  'money'  borrowed  from  banks 
as  Rubstaniially  borrowing  the  goods  from  the  bankers'  cus- 
tomers. But  in  so  doing  we  should  be^r  in  mind  how  much 
this  simplified  view  of  the  facts  diverges  from  the  reality;  and 
not  mix  it  up  with  any  statements  that  aim  at  representing  the 
facts  of  exchange  as  they  really  are.  It  is  undeniable  that,  in 
England  now,  wealth  is  chiefly  transferred  by  the  intervention 
of  a  medium  of  exchange  complex  in  composition ;  consisting 
partly  of  gold  and  silver  coin,  partly  of  bank-notes,  but  to  a 
greater  extent  of  bankers'  obligations  to  pay  coin  on  demand, 
not  represented  by  notes;  and  it  is  chiefly  this  medium  that  is 
actually  lent  and  borrowed  in  commercial  and  industrial  loan- 
transactions.  And  it  is  no  less  undeniable  tiiat  the  imtnaterial 
part  of  this  instrument  has  functions  precisely  similar  to  those 

the  material  portion  ;  that  it  is  as  eflective  in  purchasing 
^oods ;  that  borrowers  pay  the  same  interest  or  discount  for  the 
use  of  it;  and  that  it,  no  less  than  metallic  or  paper  money  is, 
in  ordinary  times,  currently  accepted  in  final  settlement  of  all 
debts — except,  of  course,  the  debts  of  bankers. 

§  3.  For  the  reasons  above  given,  I  think  it  convenient  for 
many  purpo.ses  to  keep  close — as  Bagehot  implicitly  does — to 
the  use  of  the  term  money  current  in  the  moaey-n^arket,  and 
to  denote  by  it  the  whole  of  the  ordinary  medium  of  exchange. 
The  essential  and  fumlamental  function  of  money  is  to  be  usedL^ 
in  exchanges,  and  other  transfers  of  wealth  where  the  object 
is  to  transfer  not  some  particular  commodity  but  command 
over  commodities  generally;  it  is  as  a  medium  of  weaRh-trans- 


Mill's  statement  ia  true  of  the  credit  or  liabilities  which  a  banker  lends  to 
his  caatomers,  whether  in  the  form  of  notes,  or  under  the  rather  misleading 
name  of  "deposits."  Tlus  credit,  no  doubt,  is  a  comparatively  fragile  and 
i^rishablo  instrument  for  transferring  wealth;  l)ut  that  is  no  reason  for 
Ignoring  the  fact  that,  in  a  modem  industrial  commooity,  it  is  the  tnstnunent 
mainly  used  for  this  important  purpose. 


s.  r.  E. 
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fer'  that  money  is  qualified  for  performing  its  other  important 
functiou  of  measuring  values*.  If,  then,  we  take  this  function 
as  essential ;  if  we  iiutlerstaiul  by  money  "  that  which  passes 
"  freely  from  "  owner  to  owner  "  throughout  the  community,  in 
"final  discharge  of  debts  and  full  payment  for  commodities';" 

'  This  would  be  a  more  atrictly  appropriate  term  than  'mpdium  of  exchange' 
in  a  general  account  of  the  functions  of  mone^' :  Kiuce  there  are  many  transfers 
of  wealth  whicli  arc  not  in  any  Kenw!  exchanges,— na  payment  of  fines  and 
damages,  distribution  of  property  or  income  among  memhera  of  a  family  &a. — : 
hut  I  hiivo  thoiij'ht  it  best  generally  to  use  the  more  familiar  lerru. 

^  Jevons  {Minify,  ch.  iii.)  distinguishes  "four  functions  which  money  fnltils"     1 
in  modern  "societieR."    It  is  (1)  a  medinm  of  exchange,  (2)  a  meaBure  of  value, 
{3)   a  utandard   of  value   [i.e.   as  Mr  \Valker   saya  a   "standard  for  deferred       I 
"payments"],  (4)  a  etore  of  value.   It  is  obTioua  that  the  wcond  and  third  nsca      \ 
follow  naturally — though  not,  as  Jcvoua  points  out,  necessarily  from  the  lirbt. 

As  regardH  the  fourth  function,  I  agree  witli  Mr  Walker  in  declining  to 
attribute  it  to  money  in  the  present  economic  condition  of  the  moBt  civilised 
societies.  No  doubt,  in  an  earlier  stage  of  economic  development,  the  precious 
metals  are  largely  used  for  hoardiug  as  well  as  for  cnrrency:  and  in  a  certain 
8cnse,  any  medium  of  exchange  mu.st  always  he  aho  a  store  of  value;  tliat 
i8,  each  man  mn.st  keep  eomewherc,  so  as  to  he  ol^tainable  without  material 
delay,  a  sufficient  quantity  of  it  for  his  ordinary  purchasen.  But  Jfvons  seems 
to  mean  hy  a  "  store  of  value  "  something  that  a  person  "may  hoard  away  for  a 
"  time  ; "  i.  e.  somcttiing  which  he  doc5  not  intend  to  use  for  ourreut  purchases, 
hut  keeps  for  a  remote  occasion.  In  this  sense — nndonbtedly  most  appropriato 
to  the  term  "store"— I  must  deny  that  metallic  money  is  adapted  to  be  a 
'•  store  of  value,"  or  is  ordinnrily  used  for  this  purpose  in  moduru  societies. 
Debts  payable  before  the  remote  occasion  arrives  (or  iiortiona  of  capital  be- 
lieved to  be  readily  saleable)  aro  the  commodities  chiefly  used  in  this  way  by 
modern  men  of  business.  I  may  observe,  moreover,  that  mo6t  of  the  language 
in  which  JevoDH  explains  whnt  he  denotes  by  a  "store  of  value"  appears  to  me 
merely  to  dcHOribc  &  medium  of  international  exchange.  "It  is  worthy  of 
"inquiry,"  he  says,  "whether  money  does  not  also  serve  a  fourth  distinct 
"purpose — that  of  embodying  value  in  a  convenient  form  for  conveyance  to 
"distant  places. ..at  times  a  person  needs  to  condense  his  property  into  the 
"  smallest  compass,  so  that  he  may  carry  it  with  him  on  a  long  journey,  or 
"  transmit  it  to  a  friend  in  a  distant  country."  But  so  long  as  the  joamey 
or  transmission  is  willdn  the  range  of  "modem  societies"  what  a  man  carries 
or  sends  i*  commonly  some  document  traDBferxiug  to  a  foreign  banker  a  portion 
of  his  home  banker's  obligations  to  pay  him  money  on  demand ;  the  foreign 
banker  being  ultimately  repaid  by  having  transferred  to  him  some  foreign 
mcrchanta'  debt  that  has  been  purchased  by  the  home  banker.  The  whole 
transaction  is  obviously  one  of  international  exchange. 

'  lu  the  above  quotation  from  llr Walker  {Mouetj.  Tmdt,  and  Industry,  p.  4), 
I  have  substituted  the  phrase  "from  owner  to  owner"  iu  the  place  of  "from 
"hand  to  hand."  It  oppeors  to  be  the  diRerence  between  the  two  phrases  which 
renders  Mr  Walker  unwilling  to  recognise  deposits  in  banks  as  money;  since 
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then,  in  all  ordinary  conditious  of  moderu  cotuiuercial  societies, 
bankers'  debts  payable  on  deinaiifl,  however  acknowledged  and 
transferred,  are  as  rightly  calK^d  money  as  they  are  commonly  so 
designated ;  and  in  all  consideration  of  the  quantity  of  money 
available  for  commercial  or  other  purposes,  this  fact  ought  to  be 
distinctly  recognised. 

It  may  be  urged,  perhaps,  that  bankers'  debts  are  not 
accepted  in  fitia!  discharge  of  other  debts,  because  they  have  to 
be  dLschurged  by  the  bankers  themselves  in  coin  or  legal-tender 
notes.  But  though  each  banker  ia  under  a  general  obligation 
of  liquidating  aoy  portion  of  his  liabilities  in  this  way,  practically 
any  such  liquidation  of  liabilities  in  one  case  is  balanced  by  an 
opposite  transaction  with  some  other  customer  by  which  the 
banker  receives  gold  or  notes  in  exchange  for  his  own  liabilities  : 
so  that,  if  wc  consider  his  transactions  in  the  aggregate,  it  re- 
mains broadly  true  that,  in  ordimiry  times,  bankers'  liabilities 
are  accepted  in  final  discharge  of  ordinary  debts.  Still  the  fact 
that  any  banker  may  bo  at  any  time  called  upon  to  fulfil  his  legal 
obligation,  of  paying  coin  or  legal-tender  notes  to  the  extent  of 
his  liabilities,  constitutes  an  important  distinctive  characteristic 
of  that  jiart  of  the  medium  of  exchange  which  consists  of  such 
liabilities :  there  is  certainly  a  sense  in  which  the  discharge  of 

tbey  canuot  "pasH  from  band  to  Imnd,"  as  iiuteii  do.  liut  surely  when  pnymeut 
is  mado  by  means  of  nuteii  (nut  buing  legal  tender),  the  iiuportiuit  fact  is  not  the 
mere  physical  traugmiusion  of  pieces  of  paper,  but  the  tnmsfer  of  claims  on  the 
banker:  which  is  equally  effected  when  payment  is  made  by  cliciines.  No  doubt 
the  receiver  of  the  cheque  viight  demand  payment  in  nates:  but  similarly 
the  receiver  of  notes  niir;M  pay  thorn  in  and  have  the  sum  added  to  his  account. 
The  former,  again,  might  ask  f<)r  paj-ment  in  gold ;  but  so  cijimlly  might  the 
latter.  From  neither  point  of  view  does  there  appear  to  be  any  essential 
diHlinction  between  the  two.  In  saying  thid,  I  do  not  mean  to  ignore  the 
important  practical  diflerenco  that  exists  between  payment  by  notes  and  pay- 
ment by  cheques.  Cheques  do  not  circulate  as  notos  do:  the  receiver  of  a 
cheque  commonly  pays  it  in  without  delay  and  thus  selects  the  banker  whoso 
liabilities  he  consents  to  take  as  money,  whertas  the  receiver  of  a  note  usually 
eiercigea  no  such  choice;  so  that  the  trail nfer  of  bankers'  liabilities  is  more 
complicated  in  the  former  cose  than  in  the  latter ;  since,  as  was  before  observed, 
there  is  a  change  of  bankers  bs  well  as  a  change  of  bankers'  customers.  But 
none  the  less  is  the  essence  of  the  transaction  a  transfer  of  bankers'  obligations 
'in  flnal  discharge  of  debts  and  full  payment  for  commodities."  Accordingly 
^k  definition  of  money  which  includes  bank  notes  generally  and  excludes  the  rest 
Df  bankers'  liabilitios  is,  I  think,  quite  unacceptable. 
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debts  by  gold  or  legal-tender  notes  is  nnoro  final :  and  it  is  a 
tenable  view  that  the  terra  "money"  should  be  strictly  confined 
to  what  possesses  this  biyhor  degree  of  finality.  I  think,  how- 
ever, that  legal  currency  hardly  gives  a  snfficiently  important 
distinction  in  the  case  of  notes  convertible  into  coin  on  demand  ; 
since  the  eiiuivalence  of  sucIj  notes  to  the  coin  they  nominally 
represent  is  sustained  not  by  their  legal  currenc}'  (which  is  of 
course  no  protection  against  depreciation  by  over-issue),  but  by 
the  belief  that  they  can  be  exchanged  for  coin  at  will.  And 
though  in  some  countries  this  belief  may  be  firmer  and  better 
grounded  where  the  credit  of  government  is  pledged  to  con- 
versiou  tliau  in  the  case  of  notes  issued  by  private  bankers,  we 
cannot  affirm  this  as  a  universal  law :  and  at  any  rate  the 
difference  of  security  is  only  a  difference  of  degree'.  On  the 
other  hand,  the  characteristic  of  "finality"  belongs  in  the 
highest  degree  to  the  inconvertible  tiutea  for  which  a  modern 
government  can  usually  sucure  practically  complete  currency,  as 
an  intemal  medium  of  excliange;  by  (1)  undi-riaking  to  receive 
such  notes  at  their  nouuual  value  and  payment  of  taxes  and 
other  dpbts  due  to  the  public  treasury,  and  (2)  making  thom 
legal  tender  for  the  payment  of  all  debts  of  money  not  contracted 
under  the  express  condition  that  they  are  to  be  paid  otherwise, 

'  It  is  KometimeB  forgotten  that  the  notes  of  the  BsdIc  of  EogUod,  though  in 
a  certain  sense  "legal  money,"  arc  not  «o  in  the  sense  most  iniix>rtatit  to  the 
political  economiHt;  siiico  their  legal  currency  would  cenae,  if  the  Ibbuc  De- 
partment oeasBd  to  give  gold  for  tbeni,  and  therefore  could  hardly  be  effective  in 
BUBtaining  their  valnc,  if  this  ever  cinne  to  be  Bcriously  doubttd.  No  doubt  the 
quality  of  these  notes  is  unique;  in  the  severest  crisis  they  would  bo  taken  as 
readily  as  gold.  But  this  is  not  duo  to  the  fact  that  they  aie  legal  tender,  but 
to  tlie  special  jtrovisioD  made  for  maintaitiing  their  convettibility ;  and  perhaps 
even  more  to  the  general  belief  that  the  credit  of  the  English  Governmeiit  is 
practically  pledged  to  maintain  it.  And  here  again  it  must  be  observed  that 
the  uni(iuo  position  of  the  Bank  of  England  has  now  practically  an  almost 
equal  effect  in  BUBtainlng  the  carrency  of  the  liabilities  of  its  banking  depart- 
ment; in  the  worst  of  panics  every  one  has  considered  "money  dci)ositod"  with 
liic  "Bank  of  England  as  safe  as  its  bank-notes  in  his  own  strong  cheat. 

Hence  it  seems  to  me  that,  in  relation  to  English  finance,  the  definition  of 
money  that  includes  bank-notes  generally,  and  cxoludea  the  rest  of  bankerg' 
liabilities,  is  specially  indefensible;  tsince  it  ignores  the  profound  distinction 
that  K'parates  the  credit  of  the  Bank  of  Engbind  from  the  credit  of  all  other 
banks,  while  it  unduly  emphaaizes  the  more  Biiperficial  distinction  between  the 
liabilities  of  provincial  banks  that  are  transferred  by  notes  and  the  liabilities  of 
the  London  joint-stock  banks  that  are  transferred  by  cheqncs. 
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But  as  the  finality  of  such  notes  is  only  attained  at  the  cost  of 
renileriug  them  liable  to  depreciation  froiii  over-issue,  their 
inferiority  to  convertil)le  notes  is  so  palpable  and  so  universally 
recognised  lliat  it  would  be  practicaHy  very  awkward  to  dignify 
the  former  by  the  title  of  money  wliile  refiusing  it  to  the  latter. 

Metallic  money  or  coin  ia  no  doubt  distinguished  from  the 
other  constituents  of  our  actual  medium  of  exchange  by  the 
important  attribute  of  being  coinjiosed  of  a  material  that  has  a 
high  value  for  uther  purposes ;  and  al.so  because,  except  in  the 
cise  of  an  inconvertible  paper  currency,  the  value  of  all  the 
rest  of  the  medium  of  exchange  depends  on  the  belief  that  any 
given  portion  of  it  could  be  exchanged  for  coin  at  wilt.  This 
fact  is  sometimes  expressed  by  the  statement  that  metallic 
money  alone  has  "intrin.sic  value."  But  the  phrase  seems 
tome  misleading;  since  it  is  not  the  dtffiTence  in  the  source 
of  the  value  of  coin,  confusodly  expressed  by  the  word  "  in- 
"trinsic,"  which  is  practically  important,  but  the  difference 
in  its  range  and  permanence.  It  is  not  because  coin  is  made 
of  a  more  expensive  material  that  it  ia  a  better  money  than 
notes;  but  because  it  could  be  used  as  a  medium  of  exchange 
over  a  wider  Jirea.  and  because  its  value  is  not  liable  to  sudden 
destruction  through  the  insolvency  of  the  issuer,  nor  to  sudden 
diminution  in  consequence  of  excessive  issues.  And  it  should 
be  borne  in  mind  that  these  distinctions  are  not  of  absolute 
and  unvarying  importance ;  there  is  no  reason  why  we  may  not, 
some  time  or  other,  have  an  international  cireulatiuu  of  bank- 
notes; and  ttie  progress  of  science  and  industry  might  so  enlarge 
the  supply  of  gold  as  to  make  it  possible  fur  a  wise  and  stable 
government  to  devise  a  paper  currency  of  more  durable  value 
than  gold  coin  would  then  be,  if  still  i.ssued  as  at  present. 

Still,  imder  existing  circumstances,  the  distinction  between 
metallic  money  and  hankers'  obligations — especially  in  a  com- 
munity that  abstains  from  inconvertible  paper — remains  funda- 
mentally imiiortant ;  and  I  shoidd  have  no  objection  to  restrict 
the  term  mouey  to  the  former,  if  any  short  word,  sanctioned 
by  usage,  could  be  found  for  the  whole  medium  of  exchange. 
Since  however  this  i.s  not  t!ie  case,  it  seems  best  to  use 
"  money"  in  the  wider  signification  which  it  has  in  the  money- 
market,  and  refer  to  metallic  money  as  "coin." 
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And  it  must  bo  borne  in  mind  that  even  this  definition  is 
nut  widti  euougii  for  certain  purposes;  as  it  does  not  cover  the 
actual  medium  of  exchange  used  in  foreign — and  to  some  extent 
internal — trade.  The  niutalhc  money  of  commerce  is  properly 
hiilliou,  not  coin ;  the  latter  is  used  for  the  paynieut  of  foreign 
debts  only  so  far  as  it  is  the  most  convenient  form  of  bullion. 
And  the  non-metallic  medium  of  conimercia!  exchange  still 
consists  to  a  great  extent  of  merchants',  not  bankers',  obliga- 
tions ;  that  is  of  bills  of  exchange,  so  far  as  they  still  circulate 
among  traders,  and  are  not  at  once  discounted.  Again,  there 
are  certain  widely  accepted  securities — the  bonds  of  some 
governments,  of  some  railways,  &c, — vphich  are  so  much  more 
convenient  for  transmission  than  bullion  that  they  are  fre- 
<iuently  used  as  substitutes  for  bullion  in  the  payment  of  inter- 
national debts.  When  such  securities  have  come  to  be  bought 
and  sold  with  a  view  to  the  fulfilment  of  this  function,  to  deny 
that  they  possess  pro  tanto  the  most  essential  characteristic  of 
money,  would  be  to  make  ourselves  the  slaves  of  language. 
Since,  however,  neither  merchants'  debts  nor  the  debts  of 
governments  form  a  medium  of  exchange  currently  accepted 
throughout  a  community  in  final  settlement  of  debts;  it  seems 
to  me  most  convenient  to  call  them  not  money,  but  '  substitutes 
for  money.' 

This  leads  me  to  notice  an  objection  that  is  likely  to  be 
brought  against  the  view  above  expounded.  It  may  be  said 
that  what  I  have  called  Money  is  merely  a  part  of  what  other 
economists  have  called  Credit,  and  that  it  is  more  convenient 
to  keep  this  term  as  indicating  its  real  quality.  And  I  should 
quite  admit  that  for  some  purposes  it  is  important  to  insist 
on  the  fact  that  bankers'  debts  are  after  all  debts,  no  less  than 
those  of  private  individuals.  But  in  a  general  cousiJeratiou  of 
the  manner  in  which  the  functions  of  money  are  performed, 
it  seems  to  me  more  important  to  ptunt  out  that  there  is  as 
much  difference  between  one  kind  of  credit  and  another,  in 
respect  of  its  currency,  as  there  is  between  gold  and  "  goods." 
If  a  private  individual  (A)  obtains  any  valuable  article  from 
another  (Bj  by  promisiug  to  i)ay  for  it  hereafter,  and  does  pay 
for  it,  the  credit  he  receives  obviously  does  not  operate  as 
a   substitute   for   money  at  all,  in   the   long  run — though    it 
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tends  pro  tarUo  to  raise  prices  temporarily.  Only  if  B  uses 
A'b  debt  to  him  as  a  means  of  purchasing  another  commodity 
firom  C  does  this  credit  begia  to  be  a  substitute  for  money: 
if'  C  uses  it  similarly  in  a  similar  transaction  with  D,  its 
efficiency  as  a  substitute  is  doubled.  But  it  is  not  until  such 
a  debt  has  come  to  be  taken  without  any  idea  of  using  it 
otherwise  than  as  a  means  of  payment  that  it  has  completely 
acquired  the  characteristics  of  money.  That  this  is,  in  ordi- 
nary times,  the  case  with  bankers'  obligations  taken  in  the 
aggregate,  is  undeniable;  though  (as  I  have  said)  the  fact  is 
obscured  by  the  continual  liquidation  in  gold  of  small  portions 
of  such  obligations. 


CHAPTER  V. 


VAI.UE   OF   MONEY. 


§  1.  We  have  seea  in  the  preceding  chapter  that  the  me- 
dium of  excliange,  in  a  society  like  our  own,  with  a  fully 
developed  buukiog  system  but  without  iiicouvertible  paper, 
should  be  conceived  as  consisting  partly  of  metallic  money,  but 
to  a  much  larger  extent  of  bankers'  piomises  to  pay  metallic 
money  on  demand ;  such  promises  being  partly  represented  by 
bank-notes  which  pass  from  band  to  hand;  in  England,  however, 
the  greater  part  of  these  obligations  are  merely  acknowledged  in 
the  bankers*  books,  and  transferred  by  means  of  cheques.  When 
a  financial  crisis  occurs  and  mutual  .suspicion  suddenly  invades 
the  commercial  part  of  the  community,  the  available  amount  of 
this  immaterial  medium  of  exchange  is  liable  to  shrink  suddenly, 
through  the  widespread  distrust  of  certain  portions  of  it;  so  that 
the  superiority  in  stability  of  other  portions  becomes  of  great 
practical  importance.  This  superiority  may  be  due  to  a  special 
connexion  between  the  Government  of  the  society  and  a  certain 
bank:  for  instance,  we  have  already  noticed  that  through  the 
special  relations  existing  between  the  Government  and  the 
Bank  of  England,  the  promises  of  the  latter  occupy  a  unique 
position  among  the  promises  of  English  bankers'.  But  however 
important  may  be  the  differences  between  different  species  of 
bankers'  debts,  they  are  all  equally  accepted — so  far  a.s  they  are 
used  as  a  medium  of  exchange — as  of  equal  value  with  the  coin 

'  As  liaa  already  been  notioed,  this  is  true  not  merely  of  the  notes  issued  by 
the  Issue  Depnrtment,  but  also  of  llie  obligations  of  the  Dauking  Department; 
though  the  confidynee  iu  the  latter  does  not  rest  on  the  same  grounds  as  the 
confidence  in  the  former,  and  cannot  exactly  b«  placed  on  a  par  with  it. 
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into  which  they  are  nominally  convertible  on  demand.  Of 
course  the  use  of  these  substitutes  renders  the  demand'  for 
met-allic  money — and  therefore  its  value — less  tlian  it  would 
have  been,  supposing  metallic  money  alone  available  and  the 
amount  of  exchanges  tu  be  mediated  the  same  :  but  this  supposi- 
tion is  an  idle  one,  since  the  use  of  baukers'  debts  as  money  is 
an  essential  factor  in  the  development  of  modern  commerce, 
though  the  extent  of  its  effects  cannot  be  exactly  estimated'. 
At  any  rate,  so  long  as  every  portion  of  the  aggregate  of  bankers' 


'  I  may  here  nota  au  inconsistency,  pointed  out  by  Cairnca  [Some  Ltadlng 
I'rineiples,  c.  ii.  §  2,  ."}),  in  Mill's  explnimlioii  of  tho  term  Demaiiil.  After  laying 
down  generally  (iii.  c.  ii.  §  3)  that  "by  deninud  we  lucun  tiic  quantity  de- 
''raanded,"  he  states,  in  the  special  case  of  money,  that  "the  detuand  for 
"money  consists  of  all  the  goods  offered  for  sale."  If  this  inconsistency  is  to 
be  avoided,  it  is  on  the  whole  best,  in  my  opinion,  to  measure  demand  for 
money  as  well  an  tut  other  thin«9  hy  (jiiaiitity  demaudft!.  I  admit  tliat  it  is  rather 
a  strain  on  language  to  speak  of  a  fall  iu  prices  as  rcsultiui^  frvm  an  "ineroased" 
(or,  as  1  should  say,  "raised")  "demand  for  money;"  when  the  fant  that  the 
phrase  denotes  is  net  that  the  sellers  want  more  money  for  tlieir  commodities  at 
the  old  rate  of  exohange,  but  that  there  are  more  commodities  to  be  sold  for 
whatever  money  they  will  fetch.  Dut  it  seems  belter  to  submit  to  this  Etrain  on 
ordinary  language  and  tiionght  in  the  one  caso  of  money,  rather  than  adopt 
Caimes'  alternative,  and  measure  demand  For  commodities  generally  by  "iiann- 
"tity  of  purohasin;;  power  offerctl  for  ihem."  For  this  involves  an  equally 
marked,  and  n  more  eitensive  and  inconvenient  divergence  from  onlinary 
OBOgo.  What  men  commonly  understand  by  an  inurease  or  rise  iu  the  "demand 
"for  a  commodity"  is  that  an  increased  amount  of  it  is  demanded  at  the  price 
at  which  it  was  selling'  Iteforo  the  increase.  No  one  voluntarily  offers  to  give 
more  for  anything  than  he  is  ankcd  for  it ;  if  he  (hinki  it  cheap,  he  ask^  for 
more  of  it : — though  the  result  of  such  asking,  on  the  part  of  himself  and  others, 
may  be  that  the  price  is  raised  instead  of  the  supply  being  increas&l. 

'  There  would  neem  to  have  been  some  confusion  in  the  niindB  of  those 
writers  on  currency  a  generation  ago,  who  insisted  on  the  importance)  of 
regiJating  the  bank-note  currency  so  as  to  make  it  "conform  exactly  to  a 
"metallic  standard"  (see  Mill,  B.  ill.  ch.  xxiv.  g  3).  For  if  they  meant  that  the 
value  of  banknotes  must  conform  to  the  <iftual  value  of  the  coin  they 
nominally  represented,  the  result  would  seem  to  ll>e  sufficiently  secured  so  long 
as  the  convertibility  of  the  notes  is  maintained;  while  if  they  desired  to  make 
the  value  of  notes  and  coin  conform  to  what  wokW  haff  lit'tn  the  value  of  coin  if 
no  notes  had  been  nsed,  their  attempt  was  manifestly  chimcricnl.  It  is  im- 
possible  to  estimuto  the  extent  to  which  the  value  of  gold  would  have  been 
greater  t}ian  it  now  is,  supposing  that  bankers'  (and  merchants')  obligationn 
had  never  been  used  as  sabstitutea  for  coin;  because  it  ia  impossible  to  say 
precisely  how  far  the  actual  devebipmcnt  of  exchange,  which  would  have 
oocaaioned  this  rise  in  value,  would  have  token  place  if  the  more  convenient 
medium  of  exchange,  afforded  hy  tliene  obligations,  had  never  come  into  use. 
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dfbts  is  believed  by  the  bankers'  creditors  to  be  convertible  into 
coin  at  will,  its  exchange  value  at  any  given  time  cannot  diverge 
from  the  value  of  the  coin.  Let  us  proceed,  then,  to  consider 
the  causes  determining  the  value  of  metallic  money. 

I  have  already  noticed  that  the  term  "  value  of  money  "  is 
used  in  two  ways:  in  economic  treatises  it  usually  means  the 
purchasing  power  of  money,  or  its  exchange  value  measured  in 
commodities  other  than  money ;  in  practical  discussions  about 
the  "money-market"  it  denotes  the  rate  of  interest  paid  for  the 
temporary  use  of  money.  I  shall  presently  discuss  both  the 
confusion  sometimes  made  between  these  different  facts  and 
their  actual  couue.viou :  in  the  meiin  time  I  shall  avoid  the 
ambiguity  as  far  as  possible. 

Let  us  ask,  then,  on  what  conditions  tlie  purchasing  power 
of  coin  depends.  In  the  first  place,  it  should  be  observed  that 
when  the  privilege  of  coining  is,  as  it  commonly  is,  mono]K)lised 
by  Govenmicnt,  it  would  be  possible  for  the  latter  to  raise  the 
value  of  coin  above  what  "vvould  be  sufficient  to  defray  the 
expenses  of  production,  by  limiting  the  amount  coined.  In  fact 
this  course  is  ad*>pt(?d  by  most  modem  Governments,  in  the  case 
(if  coins  used  for  very  small  payments  only ;  to  these  a  value  is 
assigned,  as  representing  a  certain  fraction  of  some  higher  coin, 
considerably  above  the  value  of  the  metal  used  in  making  them. 
Such  coins  are  accordingly  ctilled  '  tokens.'  But  no  civilized 
government  now  adopts  this  plan  in  the  use  of  coins  current  for 
larger  payments:  since  on  the  one  hand  any  money  of  which 
the  value  dep<,'nds  upon  the  limitation  of  its  amount  is  always 
liable  to  be  suddenly  depreciated  by  large  issues,  and  the  result- 
ing danger  of  violent  derangement  in  the  pecuniary  relations  of 
uU  debtors  and  creditors  has  an  injurious  effect  ou  commerce 
aud  industry  ;  while  on  tlic  other  hand  if  governments,  through 
necessity  or  cupidity,  are  driven  to  disregard  this  consideration, 
they  now  prefer  the  far  more  profitable  and  hardly  more  dan- 
gerous course  of  issuing  inconvertible  paper-money'. 

^  Many  economistB  appear  to  me,  in  condcuinln};  this  practice  of  "lowering 
"the  standard,"  to  use  language  calculated  to  mislead.  For  instance,  Mill  BiKoks 
of  Governments  "robbing  their  creditors  by  the  shallow  and  impudent  artifice... 
"'Which  consists  in  calling  a  bLilling  a  pound,  that  a  debt  of  a  hundred  pounds 
"may  be  cancelled  by  the  pajiuent  of  a  hundred  shillings."  These  phrases 
certainly  sniprgcst  the  popular  error  that  a  debased  coinage  necessarily  falls  in 
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The  quostii>Q,  indeeil.  that  is  row  practically  discussed  in 
reference  to  coins  is  of  the  opposite  kind ;  viz.  whether  it 
ia  not  ou  the  whole  most  advantageous  for  the  cooiratmity  to 
coin  not  only  freel;/  but  gratuitously  for  all  indiviJnuls  who 
desire  it,  defraying  the  expenses  by  taxation.  This,  however, 
together  with  the  further  question,  how  the  inevitable  loss 
through  wear  of  the  coins  in  use  is  to  be  made  good,  belongs 
rather  to  the  Art  of  Political  Economy'.  Here  we  will  merely 
assume  that  standard  coins  are  coined  freely  for  any  person  who 
brings  gold  to  the  government  mint  at  a  charge  that  at  any 
rate  does  not  exceed  the  cost  of  the  process ;  while  any  senous 
depreciation  of  the  old  coinage,  in  cousequcnce  of  loss  of  weight 
through  wear  or  ill-treatment,  is  prevented  by  prohibiting  the 
use  of  coins  materiallj'  lighter  than  those  issued  by  the  Mint. 

Under  these  circumstances  we  ma}',  without  material  error, 
neglect  the  cost  of  coinage  in  considering  how  variations  in 
the  value  of  coin  will  be  determined  ',  and  regard  these  as 
depending  entii-ely  on  variations  in  the  value  of  the  metal 
used  for  standard  coins.  We  will  assume  in  the  first  instance 
that  ouly  one  metal,  gold,  is  so  used ;  and,  for  simplicity,  we 
will  suppose  that  over  the  whole  region  which  we  are  con- 
sideriug  gold  tends  to  have  the  same  value  allowing  for  cost  of 
carriage  from  the  iniues.  This  supposition  is  not  far  from 
true  of  the  economically  most  advanced  parts  of  the  civilised 
world,  united  by  active  commercial  intercourse.  Though, 
strictly  speaking,  as  we  have  seen  in  the  lost  chapter  but  one, 
we  have  to  consider  not  a  single  but  a  double  cost  of  carriage, 

value  in  proportion  to  itn  debaRcmcnt,  even  though  the  supply  of  the  coinage 
is  oltogethor  under  the  control  of  the  Uovemment.  Whereas  such  fnll,  an  I 
luive  said,  depends  upon  its  kciog  issued  in  excess — but  it  in  to  be  obwrred  that 
an  amount  may  be  excessive  after  debasenieut  which  was  not  so  before ;  as  a 
certain  dislike  of  the  coin  ia  produced  by  the  knowledge  of  its  debasement,  and 
this,  together  with  the  iinpossibilily  of  usiug  it  for  foreign  payments,  tends  to 
diminish  the  demand  for  it. 

It  should  bo  added  ibat  the  value  of  token  coinB  is  not  liable  in  the  same 
way  to  depreciation  tjirougb  excessive  issue;  since  the  value  of  a  token  is 
intended  to  be  dett^rmined  entirely  by  that  of  the  more  valuable  coin,  to  • 
certain  fraction  of  which  it  is  declared  equivalent.  II  however  such  coin-i  were 
issued  in  great  excess,  they  might  perhaps  bo  used  to  some  extent  in  payments 
of  a  larger  amount  than  that  for  -which  they  are  legally  current;  and  as  ao  used, 
they  would  have  a  depreciated  value. 

'  Cf.  po4l,  Book  in.  ch.  iv.  g  6. 
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which,  in  this  as  in  other  cases,  may  be  divided  unequally 
between  the  trading  countries;  and  we  have  also  to  take 
account  of  the  fact  that  a  country  does  not  merely  receive 
gold  as  an  export  from  countries  where  gold-mining'  is  carried 
on ;  it  may  also  receive  it  in  payment  of  debt  from  any 
other  country  with  which  it  is  in  cunimorcial  relations.  Under 
these  complex  conditions,  all  that  we  can  say  generally  is  (1) 
that  the  value  of  gold  in  a  country  where  there  are  no  gold- 
mine's will  tend  to  be  in  excess  of  its  value  in  a  country  from 
which  it  is  profitable  to  i(ii]iort  it,  by  some  portion  of  the  double 
cost  of  carrying  gold  one  way  and  some  kind  of  goods  the  other 
way  ;  and  (2)  that  in  proportion  as  t!ie  products  of  a  country 
are  keenly  demanded  abroad,  this  excess  will  tend  to  be  re- 
duced. Hence  any  change  in  the  conditions  of  trade  may 
modify  somewhat  the  value  of  gold  in  a  particular  district, 
without  equally  affecting  its  value  elsewhere.  But  in  the 
present  discussion  it  is  best  to  ignore  these  minor  changes  in 
local  values ;  and  to  suppose  the  value  of  gohl  to  change 
uniformly  over  the  region  contemplated,  as  would  be  ap- 
proximately the  case  in  an  isolated  country  supplied  from  its 
own  mines. 

§  2.  In  the  first  place,  gold  like  other  products  of  extractive 
industry,  is  a  commodity  produced  simultaneously  at  very 
dift'ercnt  costs;  the  cost  of  the  least  remunerative  portion  of 
its  pruductiou  tending  to  increase — so  long  as  other  things 
remain  the  same — as  the  total  amount  produced  increases.  As 
we  have  seen, so  far  as  industrial  competition  operates,  the  value 
of  such  commodities  will  be  atfectcd — not  only  transiently  but 
to  some  extent  permanently — by  any  change  either  in  the 
conditions  of  supply  or  in  those  of  demand  ;  a  rise  in  the 
demaud,  other  things  remaining  the  same,  tends  to  raise  the 
value  because  the  supply  cannot  be  correspondingly  increased 
Avithout  hiU'ing  rccoui-se  to  more  expensive  production ;  and  any 
increase  in  cost  of  the  least  remunerative  part  of  the  pro- 
duction, demand  remaining  unchanged,  will  tend  to  have 
ultimately  a  similar  effect.  Hitherto,  however,  the  action 
of  industrial  competition  has  been  particularly  irregular  in 
the  case  of  gold;  owing  to  the  various  and  uncertain  nature  of 
the  returns  of  the  industry,  and  to  the  fact  that  the  working  of 
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alluvial  deposits — from  which  by  far  the  largest  part  of  the  gold 
in  the  world  has  been  derived — can  generally  he  carried  oa  with 
very  little  capital.  Further,  in  consequfcnce  of  the  great 
durability  of  gold,  and  the  fact  that  the  gold  used  as  money 
is  practically  always  in  t!ie  market,  any  change  in  the  cost 
of  production  of  the  metal  is  likely  to  take  a  long  time 
to  produce  its  full  effect  on  exchange  value.  "  Hence  the 
"effects  of  al!  changes  in  the  conditions  tif  production  of  the 
"precious  mctuls  are  at  first,  and  continue  to  be  for  many 
"years,  questions  of  quantity  only,  with  little  reference  to  cost 
"of  production'." 

Let  us  then  consider  huw  tho  value  of  a  given  quantity 
of  gold  will  hi  afifected  by  the  conditions  of  demand.  The 
total  demand  for  gnld  is  composed,  in  an  advanced  in- 
dustrial community,  mainly  of  two  elements,  which  have  to  be 
kept  distinct  in  considering  tlie  causes  of  its  variations ;  (1)  the 
monetary  demand — including  the  demand  for  bullion  as  the 
metallic  money  of  international  trade — and  (2)  the  demand  for 
ornamental  or  technical  use.  Any  rise  (or  faltj  in  either  demand 
must  affect  the  value  of  the  whole;  but  it  wilt  obviously  affect 
it  to  a  less  extent  than  if  there  were  only  one  kind  of  demand, 
as  its  effect  will  be  partly  counteracted  by  the  reduction  (or 
extension)  in  the  other  demand,  consequent  on  the  change  in 
value.  We  may  assume  of  course  that  both  demands  alike 
exhibit  the  general  relation  of  demand  to  value,  extending  as 
the  latter  fulls  and  shrinking  as  it  rises;  but  so  far  as  the 
demand  for  ornamental  or  technical  uses  is  concerned  we  have 
no  reason  to  assume  any  pai'ticular  quantitative  relation  between 
a  given  change  in  value  and  tho  consequent  change  in  extent  of 
demand. 

The  case  is  difterent  with  the  monetary  demand.  But 
before  analysing  this  more  minutely,  I  must  notice  a  third  kind 
of  demand,  comparatively  unimportant  in  an  advanced  stage  of 
industrial  development,  but  very  important  at  lower  stages; — 
I  mean  the  demand  for  hoarding.  It  is  sumewhat  difficult  to 
distinguish  it  sharply  from  either  of  the  other  two  kinds  of 
demand:  for  (1)  in  the  stage  of  economic  development  in  which 


>  Mill,  III.  c.  ix.  §  3. 
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hoarding  takes  place  to  a  considerable  extent,  ornameuts  of 
gold  and  silver  are  often  partly  valued  as  a  form  of  hoarding; 
and  (2)  on  the  other  hand  it  is  difficult  to  draw  a  sharp  line 
between  hoarding  coin  and  kecpiug  it  for  current  use ;  since 
what  is  hoarded  is  intended  to  be  used  sometime  as  a  means  of 
obtiiining  other  wealth.  This  latter  difficulty  may  be  illustrated 
by  the  fact  that  some  economists  class  bank-reserves  of  gold  with 
hoards;  and,  no  doubt,  such  reserves  are  kept  for  security 
against  needs  that  uiuy  never  arise — and  which,  certainly,  the 
bankers  hope  to  avoid  altogether.  Nevertheless  this  classification 
seems  to  me  misleading ;  since  the  employments  of  gold  thus 
placed  together  arc  as  unlike  as  possible  in  their  rtral  relations 
to  the  ordinary  monetary  work  of  gold;  for  gold  hoarded  is — 
for  the  time  at  least — withdrawn  from  this  work,  wliereas  gold 
kept  in  bank-reserves,  by  sustaining  the  couvcrtibility  of  bankers' 
debts,  indirectly  performs  monetary  work  in  a  higher  degree 
than  coin. 

In  short  the  monetary  utility  of  gold,  as  an  internal  medium 
of  exchange,  has  to  be  viewed  in  relation  to  two  distinct  uses ; 
(cf)  the  use  of  eoiu  for  mediating  directly  in.  certain  transfers  of 
wealth,  generally  of  small  amounts,  and  (b)  the  use  of  coin  or 
bullion  as  the  basis  of  a  medium  of  exchange  currently  accepted 
as  equivalent  to  coin  but  larger  in  quantity  than  the  gold  which 
sustains  its  convertibility ; — larger  in  varying  degrees,  according 
to  the  nature  of  the  system  for  siupplying  substitutes  for  gold, 
Now  it  is  clear  tbat  a  mere  change  in  the  vahie  of  gold, 
consequent  on  a  change  in  its  quantity,  has  no  general  tendency 
— supposing  other  things  unchanged — to  aflFect  the  relative 
proportions  iu  which  coin  and  its  substitutes  are  respectively 
used ;  since  the  value  of  such  substitutes,  supposing  their 
convertibility  complete,  must  rise  and  fall  pari  passu  with  that 
of  coin,  Nor,  again,  supposing  the  exchanges  of  commodities 
requiring  the  mediation  of  money  to  remain  constant,  has  a 
change  in  the  quantity  of  gold  any  tendency  to  affect  the 
monetary  efficiency  of  coin  or  its  substitutes  in  the  way  of 
altering  their  '  rapidity  of  circidation,' — i.e.  altering  the  number 
of  exchanges  in  which  the  same  coin  or  debt  is  used  over  again 
within  a  given  time.  Hence,  so  far  as  the  quantities  and 
relative  values  of  the  coraraodities  exchanged  remain  the  same. 
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the  quantity  of  gold  demamled  for  the  work  of  mediating 
exchanges  may  be  taken  to  vary  simply  in  inverse  ratio  to 
its  purcliasing  power: — for  the  obvious  reason  that,  as  the  price 
of  anything  rises,  a  proportionally  larger  amount  of  money  is 
required  to  buy  it. 

Now  actuaJIy,  of  course,  the  wuik  that  money  has  to  Jo  is 
contioually  undergoing  some  change :  any  change  in  the 
quantity  of  gold  in  a  country  is  sure  to  coint.-lde  with  changes 
in  the  supply  of  commodities  of  all  kinds  for  purchase.  It 
seems  however  clear  that  the  mere  fact  that  the  quantity  of 
money  in  a  country  is  altered  cannot  liavc  in  itself — i.e.  apart 
from  any  change  in  the  proportions  iu  which  it  is  distnbutod — 
any  tendency  to  alter  tlio  quantities  or  relative  values  of  the 
commodities  which  are  bought  and  sold  for  money,  so  far  as 
the  terms  of  exchange  are  sottloil  subsequently  to  the  altcratioo, 
by  competition  and  not  by  custom.  But  such  exchanges  will 
not  constitute  the  whole  of  the  work  that  the  altered  quantity 
of  money  has  to  perform.  Even  if  we  leave  mere  custom  out  of 
account,  an  important  part  of  this  work  will  consist  in  the 
liquidation  of  debts  and  other  payments  fixed  prior  to  tlie 
change  and  unaffected  by  it:  hence  a  fall  in  the  purchasing 
power  of  coin,  consequent  on  an  increase  in  its  quantity,  will  be 
proportionally  favourable  to  all  borrowers  of  money  and  all 
persons  whose  income  varies  continually  with  the  market  value 
of  their  services.  In  the  present  state  of  society,  therefore, 
such  a  fall  must  be  importantly  favourable  to  persons  engaged 
in  industry,  especially  to  the  emphiyers  of  capital  in  whole- 
sale trade — for  such  persons  are  habitually  extensive  bor- 
rowers'— ;  and  must  therefore  tcud  to  encourage  industrial  en- 
terprise. In  this  way  the  effects  of  an  increase  in  the  proportion 
of  gold  to  commodities  may  be  somewhat  reduced,  or  at  least 
spread  over  a  longer  period,  by  the  stimulus  to  industry  which 
the  transition  from  the  smaller  to  the  larger  relative  quantity 
gives:  and  a  decrease  may  similarly  act  as  a  discouragement. 
Again,  in  other  ways  the  actual  process  of  change  in  quantity 


'  The  six  hundred  millious  of  money — or  thereabouts — that  the  bankers 
o(  the  United  Kingdom  owe  to  other  members  of  the  oommnnity  is  mainly 
balanced  by  debts  which  traders  or  other  producers  have  incurred  to  the  bonks ; 
partly  by  discountB  of  bills,  partly  by  loans  and  oTerdrafts. 
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of  gold  may  alter  sensibly  the  distribution  of  wealth,  and  thus 
to  some  extent  modify  the  work  that  money  has  to  do  even  ia 
the  way  of  mediating  exchanges.  For  instance,  when  an 
important  increase  occurs  in  tho  quantity  of  gold  in  a  country 
through  the  opening  of  new  sources  of  supply,  the  new  suppliea 
do  not  act  uniformly  on  the  prices  of  things  and  services.  They 
tend  to  raise  first  the  wages  aud  profits  of  persons  engaged 
in  gold-mining,  then  the  prices  of  commodities  specially  con- 
sumed by  them— raising  these  latter  unequally,  according  to 
the  different  conditions  under  which  they  are  produced — and 
thus  to  flow  with  varying  degrees  of  rapidity  into  dift'ereot 
channels  of  exchange  :  and  it  is  quite  possible  that  some  of  the 
changes  in  the  distribution  of  wealth  that  thus  tend  to  ac- 
company a  material  increase  in  the  proportion  of  gold  to 
commodities,  may  also  cause  a  material  change  in  the  need  of 
the  community  for  coin.  E.g.  they  may  increase  the  share  of 
produce  that  is  divided  into  small  incomes,  whose  possessors 
chiefly  use  coin  in  making  their  imrchases,  at  the  expense  of 
the  share  of  the  wealthier  classes  who  chiefly  use  bankers' 
obligations'.  In  sliort,  wc  cannot  affirm  more  tiian  that,  in 
assuming  the  monetary  work  of  gold  to  remain  unchanged  by  a 
change  in  its  quantity,  and  inferring  that  the  nionetary  demand 
for  gold  will  tend  to  expand  or  shrink  ia  simply  inverse 
proportion  to  the  fall  or  rise  in  its  value,  we  get  a  result  which 
must  in  all  cases  be  useful  as  a  first  approximation  to  the  actual 
etfect  of  the  change  considered;  though  it  will  probably  always 
require  to  be  corrected  by  taking  into  account  minor  effects, 
var)'iug  according  to  the  special  nature  and  circumstances  of 
the  change, 

§  3.  In  the  preceding  section  I  have  considered  how  a 
change — say,  for  definiteness,  an  increase — in  the  amount  of 
gold  tenils  to  affect  its  value,  supposing  the  monetary  work  that 
it  has  to  do  to  remain  unchanged.  It  is  obvious  that  if  re- 
veling  the   hypothesis,  we  suppose  the  quantity  of  gold  to 


'  CairncR  has  argued  (Eitaiji  in  Politicnl  Ki^onomij,  p,  130}  that  the  nddilioa 
of  -10  per  cent,  to  otir  gold  currency  between  ISiii  and  11*59  was  preveuted  from 
affecting  prieca  as  uiucb  as  it  would  otherwise  have  done,  owing  to  the  increaae 
in  the  real  iacomeii  of  tlie  iuduBtrial  classtis  in  England  that  took  place  gimuU 
taneoiiBly  with— and  partly  in  conseqTience  of— the  increased  production  of  gold. 
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remain  unchanged,  while  the  monetary  work  done  by  it 
decreases,  the  efl'ect  on  its  value  would  be  similar :  the 
exchange  value  of  gold  relatively  to  commodities  iu  general 
must  clearly  be  affected  by  a  change  in  the  quantity  of  com- 
modities in  general  offered  for  sale, — consequent  (let  us  say)  on 
a  cliange  in  the  numbers  or  average  wealtli  of  the  community 
in  question — no  less  than  by  a  change  in  the  quantity  of  gold 
in  monetary  U3e\  And,  actually,  the  value  of  gold  which  we 
have  to  explain  is  almost  always  a  relation  between  a  changing 
quantity  of  gold  in  monetary  use,  and  changing  quantities  of 
commodities  exchanged  for  it.  But  as  soon  as  we  consider 
this  latter  kind  of  change,  we  have  to  face  the  difficulties, 
noticed  in  a  previous  chapter',  of  measuring  changes  in  the 
value  of  gold  relatively  to  commodities  in  general,  when 
the  particular  articles  that  make  up  this  aggregate  are  under- 
going changes  in  value  relatively  to  each  other,  and  also  in 
the  quantities  exchanged  within  a  given  period.  I  pointed 
out  that  under  these  conditions — which  are  alway.s  the  actual 
conditions — the  question  '  how  much  the  general  purchasing 
'power  of  money  has  changed  within  a  given  period'  does 
not  admit  (except  by  accident)  of  a  completely  definite 
answer.  For,  to  answer  it  precisely,  we  have  to  determine  the 
relative  quantities  of  the  particular  commodities  which  make 
up  the  aggregate  of  "commodities  in  general";  and,  as  the 
ipiantities  purchased  at  the  begirming  of  the  period  have  as 
much  claim  to  be  selected  as  those  purchased  at  its  close,  the 
selection  must  be  arbitrary.  And  the  element  of  inevitable 
uncertainty  in  the  very  conception  of  a  change  in  the  standard 
of  value  is  increased  if  the  qualities  of  commodities  have 
changed  within  the  period  in  question;  especially  if  the  pro- 
gress of  industry  has  introduced  some  entirely  new  articles, 
while  some  old  ones  have  fallen  out  of  use  altogether.  But 
further,  there  is  some  difficulty  in  determining  preci-sely  what 
commodities  are  to  bo  taken  for  cotnparison   with  gold.     In 

'  It  is  ncoessury  tu  draw  attention  to  this  obvions  trath;  ainoe  it  seems 
to  be  often  overlooked  by  peruonB  who  ar|;cu«  that  tbouKb  "prices" — in  gobl — 
"have  fallen",  the  fall  is  not  due  to  a  change  "in  the  value  of  gold"; — while 
yet  they  do  not  definit«ly  explain  "value"  lu  mean  something  different  from 
"exchange  valno  relatively  to  commodities  in  general." 

*  Book  I.  ch.  ii.  §  3. 
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Book  I.  ch.  II.,  where  I  was  considering  value  as  a  measure  of 
the  wealth  of  a  community,  I  proposed  to  confine  our  attention 
to  "consumers'  commodities,"  in  making  up  the  price-lists  for 
caJculatiug  changes  iu  the  purchasing  power  of  money.  My 
ground  for  tliis  limitation  was  that  a  change  in  the  price  of 
"producers'  commodities" — instruments  or  materials  of  pro- 
duction— only  iuterests  the  consumer  so  far  as  it  is  the  fore- 
runner of  a  change  in  the  price  of  directly  consumable  commo- 
dities. E.g.  if  the  coal  used  by  producers  becomes  dearer  there 
will  tend  to  be  a  material  rise  in  the  price  of  things  in  the 
production  of  which  coal  is  extensively  used,  and  a  correspoud- 
ing  reduction  in  tlieir  supply  :  and  when  this  change  has  taken 
place,  the  purchasing  power  of  (consumers')  money  will  have 
correspondingly  fallen,  so  that  the  effect  of  the  rise  in  the  price 
of  producers'  coal  will  be  thus  indirectly  represented.  And  it 
is,  I  conceive,  only  so  that  it  should  be  represented  when  we  are 
considering  what  a  change  iu  the  value  of  gold  is  to  mean,  for 
members  of  the  community  generally. 

The  case  is  different  when  we  ask  what  such  a  change 
means  from  a  trader's  point  of  view,  or  when  we  are  considering 
how  changes  in  the  value  of  gold  are  caused  by  changes  in 
supply  or  demand,  For  in  the  former  case  we  must  theoretically 
regard  all  the  articles  of  trade  as  of  equal  importance,  in  pro- 
portion to  the  aggregate  value  of  each:  and  in  the  latter  case 
we  must  take  into  account  the  whole  demand  for  money — the 
whole  monetary  work  that  gold  has  to  do — and  therefore  the 
demand  constituted  by  "  producers' "  as  well  as  consumers'  com- 
modities. It  must,  however,  be  borne  iu  mind  that  if  in  esti- 
mating a  change  in  the  purchasing  power  of  gold  we  take  into 
account  all  the  commodities — including  'securities' — fur  which 
it  is  exchanged,  we  get  an  average  result  which  has  little 
practical  interest  for  any  one.  No  producer's  interests  are 
affected  by  a  change  in  the  purchasing  power  of  gold  relatively 
to  commodities  which  he  does  not  use,  except  so  far  as  the 
change  affects  the  aggregate  price  paid  for  such  commodities  ; — 
which  may  or  may  not  be  the  case  according  to  the  special 
conditions  of  demand  for  such  commodities.  Hence,  though 
a  change  iu  the  general  purcha.sing  power  of  gold  may  be 
caused  by  a  change  in  tlie  i[uantity  of  commodities  in  general 


just  as  much  as  by  a  change  in  the  e|iiantity  of  gold,  the  latter 
caude  of  change  hiis  much  more  general  interest  for  producers 
than  the  former,  which  only  interests  them  so  far  as  the  com- 
modities in  question  are  articles  which  they  use  or  substitute 
for  their  own  products:  and  in  measuring  the  actual  effect  of  a 
change,  however  caused,  I  do  not  conceive  that  there  will  be 
any  practical  advantage  in  deviating  from  the  standard  pre- 
viously suggested  \ 

§  4.  I  now  pass  to  consider  an  essentially  dififerent  cause 
of  changes  in  the  value  of  gold ;  a  cause,  however,  whose  effects 
are  often  difficult  to  separate  from  those  of  tlie  causes  just 
discussed.  Hitherto  I  have  assumed  the  general  tendency  to 
use  substitutes  for  gold — either  bankers'  promises  to  pay  on 
demand  or  traders'  promises  to  pay  at  a  certain  future  date — to 
remain  unchanged.  Of  course  any  important  development  of 
the  banking  system — or,  more  generally,  of  the  use  of  substitutes 
for  metallic  money — in  any  society  must  by  diminishing  the 
demand  for  metallic  money  render  its  purchasing  puwer  lcs.s,  and 
prices  consequently  higher,  than  would  otherwise  be  the  case  : 
and  a  similar  result  will  be  produced  at  least  temporarily  by  any 
extension  of  the  use  of  credit  in  purchases,  even  if  it  be  only 
the  credit  given  by  traders.  Now  in  times  of  commercial  hope- 
fulness and  confidence,  which  appear  to  succeed  times  of  dullness 
and  despondency  with  a  certain  periodicity*,  such  an  extension 
of  credit  in  all  ways, — including  the  use  of  substitutes  for 
metallic  money — tends  to  take  place;  and  as  prices  rise  in 
consequence,  the  purchasing  power  of  gold  falls,  without  any 
real  change  in  the  relation  between  the  quantity  of  gold  and 
the  supply  of  other  commodities.  There  has  been  much  con- 
troversy— especially  just  before  and  after  the  passing  of  the 
English  Bank  Charter  Act — as  to  the  part  taken  by  bankers  in 
their  transient  "inflations":  but  it  is  now,  I  conceive,  generally 
admitted  that  this  is  only  of  a  secondary  and  subordinate  kind. 
Where  banking  expedients  are  familiar  and  easily  accessible,  a 


>  Some  further  discuasion  of  tbia  question,  regarded  from  a  practical  point 
of  view,  will  be  found  ia  Book  ui.  cb.  iv.  §  G. 

'  I  do  not  quite  think  tlmt  the  "decennial  credit  cycle"  is  bo  definite  and 
permanent  a  fact  as  Jevoos  considers  it  {Inve$liiiatMu  in  Cnrreitcy  and  Finance, 
vi.,  vii.,  and  viii.):  but  bis  arguments  arc  worthy  of  attention. 
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banker  cannot,  by  the  mere  act  of  making  a  large  loan  in  his 
own  notes,  induce  any  one  to  use  notes  who  woiikl  otherwise 
have  used  coin  j  any  more  than  he  can  induce  traders  to  give 
more  bank-money  for  goods  than  they  believe  them  to  be 
worth  in  gold.  At  the  same  time,  banks  can  undoubtedly 
enable  merchants  to  act  on  mistaken  beliefs  that  goods  are,  or 
are  about  to  be,  worth  more  in  gold  than  will  prove  to  be  the 
case ;  and  in  consequence  to  qoake  extended  purchases  and  raise 
prices.  And  in  this  way,  they 'render  possible  alternations  of 
inflated  and  depressed  prices^  which  could  not  occur  if  everything 
were  paid  for  in  hard  coin  and  no  credit  were  given,  and  could 
not  occur  to  so  great  an  extent,  even  if  merchants  gave  credit 
as  at  present,  if  there  were  no  auch  possibility  as  the  hanking 
system  afifords  of  increasing  the  generally  accepted  medium  of 
exchange'.  How  far  it  is  desirable  that  Government  should 
control  the  operations  of  banks,  with  the  view  of  preventing 
these  fluctuations  iu  prices,  is  a  practical  question  that  does  not 
now  concern  us ;  but  it  may  be  observed  that  at  any  rate  the 
banks  have  no  interest  in  producing  the  mistaken  beliefs  that 
tend  to  inflate  prices.  No  doubt  they  profit  by  them  directly 
tlirough  the  greater  demand  for  their  commodity;  but  the 
danger  of  the  collapse  when  the  mistake  is  discovered  decidedly 
outweighs  this  gain. 

However  this  may  be,  it  is  of  course  true  that  when  a 
buoyant  state  of  trade  causes  more  money  to  be  required  for 
the  more  numerous  and  extensive  purchases  of  goods  that  are 
then  made,  the  demand  of  traders  for  money  supplied  by  bank- 
ers rises ;  and  hero  as  in  other  cases  the  rise  in  demand  tends 
to  cause  at  least  a  temporary  rise  in  value  of  the  commodity 
demanded.  But  it  must  now  be  observed  that  the  rise  thus 
caused  is  not  primarily  a  rise  in  the  "  value  of  money,"  iu  the 
sense  in  which  we  have  been  investigating  it — since  the  trader 
does  not  commonly  purchase  with  goods  the  money  he  requires; 
— it  is  a  rise  in  what  for  distinction's  sake  I  have  proposed  to 
call  the  *'  value  of  the  use  of  money,"  i.e.  the  rate  of  interest  on 

'  It  is  to  be  ubaerved  that  as  all  purchasca  in  wholesale  trade  are  ouBtomarily 
mode  on  credit,  any  extension  of  ptirclianes  iovolvea  in  the  first  in»!tauc«  chiefly 
an  extension  of  tradnT*^  oMiitationt  to  pay  money  at  &  future  date.  Hence  the 
extended  use  oF  bankers'  pbligationn  occurs  aoniewhat  later  than  the  rise  in 
prices,  which  it  Bostaina  rnthor  than  produces. 


Chap,  v.] 


VALUE  OF  MONET. 


245 


I 

I 

I 


I 


loans  of  money'.  I  have  already  noticed  that  in  the  discussion 
of  this  latter  value  we  are  liable  to  find  a  double  confiision ;  or 
rather  two  different  confusions,  made  by  two  ditferent  sets  of 
persons.  The  exchange  value  of  the  use  of  money,  estimated 
in  money,  is  more  or  less  vaguely  confounded  by  practical  raon 
with  the  exchange  value  of  money  relatively  to  goods;  and  it  is 
more  definitely  and  deliberately  identified  by  Mill  and  other 
economists,  with  the  rate  of  interest  ou  capital  goucrally.  The 
grounds  for  this  latter  identification  are  obvious  and  plausible, 
and  at  first  sight  may  easily  appear  conclusive.  Since  it  is  the 
essential  characteristic  of  money  that  it  is  continually  being 
exchanged  for  all  other  kinds  of  wealth,  how, — it  may  be 
asked, — can  competition  possibly  lead  to  the  payment  of  a  price 
for  the  use  of  money,  different  from  that  which  is  paid  for  the 
use  of  any  portion  of  such  capital ;  supposing,  of  course,  that 
the  capital  itself  is  estimated  at  its  money  value  ?  The  answer 
to  this  question  is  somewhat  complicated.  In  the  first  place,  it 
must  be  remembered  that  interest  on  capital  generally,  as  it 
was  before  defined,  hawS  to  be  kept  carefully  di-stinct  from  the 
other  element  of  profit  which  goes  to  remunerate  the  labour  of 
managing  capital.  When  money  is  borrowed  frnm  the  public  for 
a  long  period  or  for  pt>rmanence,  by  governments  or  great  joint- 
stock  companies,  the  price  paid  to  the  lenders  for  the  use  of  it 
may  be  regarded  as  entirely  interest  in  this  technical  sense;  since 
such  lenders  do  not  generally  obtain  any  remuneration  for  the 
trouble  of  looking  after  their  investments.  But  loans  made  for 
short  periods  by  professional  lenders  of  money  must  yield  the 
latter  some  "wages  of  management"  as  well  as  strict  interest;  on 
this  ground,  therefore,  we  might  expect  the  rate  of  discount  on 
bills  of  exchange  to  be  higher  than  the  rate  of  interest  on  capital 
generally.  Ou  the  other  hand,  we  have  t<j  consider  that  the 
banker  to  a  great  extent  produces  the  money  he  lends,  viz. 
his  own  obligations,  which  so  long  as  his   business   flourishes 

>  The  money  given  for  a  hill  of  exchange — that  ia,  for  an  obligation  to  pay 
money  at  a  future  d&te — ia  Hubstantially  Imt  by  the  bankor :  thouKh  Mr  Mac- 
leod  IB  no  doabt  correct  in  pointing  out  thnt  the  transaction  is  formally  a 
purohaae  and  not  a  loan.  The  uncommercial  reader  should  take  note  that  aa 
the  money  paid  for  Buoh  a  bill  is  equal  to  the  omonnt  of  the  bill  with  the 
discoQut  Bobtraotcd,  the  rate  of  interest  obtained  by  the  banker  on  thifl  money 
is  a  little  higher  than  the  rate  of  disoonnt. 
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he  is  practicallj  never  compelled  to  redeem';  and  that  he  may 
easily  afF()rd  to  sell  the  use  of  this  commodity  at  a  price  mate- 
rially less  than  the  rate  of  interest  on  capital  generally.  Hence 
80  far  as  he  increases  the  extent  and  security  of  his  business 
by  lending  his  money  chiefly  to  traders  for  short  periods,  com- 
petition may  force  him  to  make  such  loans  at  a  rate  not  above 
— or  even  below — that  of  ordinary  interest  on  capital  perma- 
nently, though  not  less  safely,  invested.  And  this  seems  to  be 
actually  the  case  ;  partly,  perhaps,  because  traders  are  specially 
important  customers  of  banks;  but  chiefly  because  it  is  con- 
venient for  bankers  to  lend  money  which  the  borrowers  are 
bound  to  repay  after  definite  short  intervals,  in  order  that  they 
may  at  any  time  reduce  easily  the  amount  they  have  out  on 
loan,  if  exceptionally  larf^e  payments  are  required  of  them. 
Thus  we  have  no  ground  for  saying  a  priori  that  the  rate  of 
discount  charged  by  bankers  on  mercantile  bills  will  be — even 
on  the  average  and  after  all  allowance  for  differences  of  risk — 
the  same  as  the  rate  of  interest  on  capital  generally ;  there  is 
no  economic  reason  why  it  should  not  be  more  than  this,  since 
the  banker  has  to  be  remunerated  for  his  trouble :  and  on  the 
other  hand  there  is  no  reason  why  it  should  not  bo  materially 
less,  if  the  value  of  the  advantages  above-mentioned  is  consider- 
able ;  since  a  comparatively  low  rate  uf  interest  on  the  medium 
of  exchange  inexpensively  produced  by  the  banker  himself  would 
be  sufficient  to  give  him  normal  profit  on  hi.s  banking  capital'. 

It  should  be  observed  that,  so  far  as  money  is  lent  profession- 
ally by  persons  outside  the  banking  system,  interest  on  loans  for 

'  That  ia,  the  amount  he  is  contintially  called  upon  to  rcJeoui  is  balanced  by 
the  amount  that  he  ie  able  to  lend  afresh. 

"  The  average  Back  of  England  rate  of  disoount  on  first-clasa  short  bills  for 
the  ten  years  1869 — 1878,  inoluaive,  was  £3.  6*.  Id.  which  is  equivalent  to  a 
rate  of  interest  per  cent,  of  £3.  10a.  &d.:  and  I  understand  that  the  avenge 
market-rate  of  disoomit  on  first-clas-s  billB  was  decidedly  leKB  during  the  game 
period.  (Sec  Palgrave,  Bank-rate  in  Enylnnd,  Franee  and  Oervntny,  c.  6.) 
It  would  seem,  thercrore,  that  the  interest  obtained  by  hankers  generally  on  the 
money  invented  in  such  bills  has  been  materially  less  than  the  interest  obtainable 
during  the  same  period  on  permanent  iuveatments  of  aa  high  a  degree  of  secu- 
rity— 8Uoh  as  first-class  mortgages  or  the  bonds  of  the  great  railway  companies. 
And  BO  far  as  bunks  K-nd  money  for  longer  or  more  indeliuitu  ])eriods,  as  "nd* 
vanoes  on  securities,"  tkcy  always,  I  believe,  ohar);e  interest  considerably  above 
that  charged  in  disconu  ling  the  best  mercantile  bills.  Ueuoe  in  the  argument 
in  the  text  I  have  confined  my  statements  to  the  rate  of  disoount  on  bills. 
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short  periods  will  generally  be  higher  than  interest  on  capital 
or  '  money  invested '  pcmiauently,  because  it  must  furnish  the 
money-lender  with  remuneration  for  his  trouble  as  well  as  inter- 
3t  on  his  capital.  And  the  discredit  that  has  often  been  at- 
tached to  the  money-lender's  business  must  of  course  tend  to 
raise  the  price  of  his  loans  still  furtlier;  such  discredit  being 
largely  due  to  the  fact  that  such  borrowing  is  often  an  ex- 
sdient  to  whieh  producers  and  consumers  alike  resort  in 
ccasional  emergencies  or  in  cunse<iiience  of  uuthrift;  the 
money-lender  therefore  is  in  the  Invidious  position  of  making  a 
profit  out  of  the  calamities  or  vices  of  hi:s  fellow-men. 

We  may  conclude,  then,  tliat  even  the  average  rate  of 
interest  or  discount  current  in  the  money-market  will  not 
generally  tend  to  coincide  with  the  averatre  yield  of  invested 
capital.  And  the  divergences  between  the  fluctuations  of  the 
two  rates  will  probably  be  still  more  marked  ;  since  the  rate  of 
discount  is  immediately  acted  on  by  vicissitudes  of  trade  which 
only  aticct  the  other  rate  secondarily,  and,  in  ordinary  cases, 
comparatively  slightly.  The  two  rates,  however,  will  ceteris 
paribus  tend  to  rise  and  fall  together;  since  a  fall  in  the  yield 
of  investments  generally,  other  things  remaining  the  same,  will 
induce  bankers  to  purchase  bills  at  a  lower  rale  of  discount, 
as  they  will  gain  less  by  investing  in  other  securities,  and  will 
render  the  borrowers  of  their  money  less  disposed  to  pay  the 
old  price  for  its  use  ;  and  similarly  a  fall  iu  (he  rate  of  discount, 
occurring  independently  of  a  fall  in  the  yield  of  capital  gene- 
rally, will  increase  the  inducement  to  buy  and  decrease  the 
inducement  to  sell  securities  of  which  the  interest  has  not 
and  therefore  will  cause  a  fall  in  the  rate  of  interest 


risen : 


on  such  investments  actually  received. 

§5.  The  other  confusion  of  which  I  spoke,  between  the 
rate  of  interest  on  loans  of  money,  and  the  power  of  money  to 
purchase  goods,  has  never  been  defentled  by  any  economist: 
and  it  is  easy  to  show  that  the  two  values  in  question  often 
tend  to  vary  in  opposite  directions.  For  an  active  demand  for 
discounts  on  bills  or  advances  from  bankers  tends,  as  I  have 
said,  to  raise  the  value  of  the  use  of  money  ;  but  so  far  as  such 
money  is  mostly  wanted  to  jmy  for  extended  purchases  of  goods, 
the   increased   supply  and   more   active  etnpioyraent  uf  it  is 
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generally  accompanied  by  a  rise  in  the  price  of  the  latter  and 
therefore  by  a  fall  iu  the  purcliasiug  power  of  money  relatively  to 
goods.  Similarly  in  slack  times,  when  bankers  have  to  make 
loans  at  very  low  rates,  the  purchasing  power  of  money, 
relatively  to  goods,  is  likely  to  be  high;  for  though  at  such 
times  money  is  said  to  be  "  plentiful,"  what  is  meant  is  that  the 
amount  that  bankers  have  to  lend  is  larger  than  usual  relatively 
to  the  demand ;  but  since  at  such  times  there  is  a  general  lack 
of  enterprise  in  trade  and  in  the  industrial  investment  of 
capit'al,  the  demand  for  loans  is  still  likely  to  be  small  in 
comparison  with  the  amount  of  production  of  goods. 

At  the  Bame  time,  there  are  certain  connexions  between  the 
purchasing  power  of  money  aud  the  rate  of  discount,  which  go 
some  way  to  explain,  though  hardly  to  justify,  the  common 
confusion  between  tlie  two  meanings  of  "  value  of  money."  It 
must  be  borne  in  mhid  that  money  is  largely  employed  not  in 
buying  the  consumable  products  and  materials  of  production 
which  we  call  '  goods,'  but  iu  purchasing  land,  houses,  or  other 
portions  of  capital  with  a  view  to  interest ;  especially  the  debts 
of  governments  or  joint-stock  companies,  ut  shares  of  the 
capital  owned  by  such  companies,  Avhich  we  call  l)y  the  general 
name  of  'securities.'  Now  a  fall  in  the  rate  of  discount  will, 
as  we  have  seen,  tend  to  be  accompanied  by  a  rise  in  the  selling 
price  of  such  investments;  that  is,  by  a  fall  in  the  purchasing 
power  of  money  relatively  to  securities  generally  (varying  in 
degree,  according  as  the  securities  are  more  or  less  negotiable). 
Thus  when  money  is  'cheap,'  in  the  ordinary  commercial  sense, 
i.e.  when  discount  is  low,  securities  will  ceteris  paribus  be  dear; 
and  thus  the  rate  of  discount  and  the  purchasing  power  of 
money  will  naturally  be  blended  into  one  notion  in  the  minds  of 
persons  whose  attention  is  especially  directed  to  the  market  for 
securities. 

In  the  same  way  when  the  rate  of  discount  rises  the  selling 
price  of  securities  tends  to  fall  correspondingly,  under  ordinary 
circumstances.  This  tendency,  however,  is  likely  to  be  much 
intensified  if  the  rise  in  discount  is  occasioned  by  the  arrival  of 
the  first  stage  in  a  commercial  crisis, — that  is,  if  it  is  due  not 
merely  to  the  keenness  of  the  demand  for  loans  but  to  a  po.sitive 
restriction  of  credit  owing  to  a  more  or  less  wide-spread  fear  of 
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bankruptcies.  For  under  these  circumstances  the  difficulty  of 
borrowing  money  is  likely  to  cause  an  extensive  sale  of  secu- 
rities, as  the  easiest  way  of  obtaining  what  is  required  for  the 
payment  of  debts;  and  consequently  the  selling  price  of  securi- 
ties tends  to  fall ;  and  may  even  fall  more  than  in  proportion  to 
the  rise  in  the  rate  of  discount. 

But  again,  under  the  same  circumstances,  traders  who  are 
in  pressing  need  of  money  to  meet  their  liabilities  are  likely 
to  try  to  obtain  it  by  selling  commodities  as  well  as  securities ; 
consequently  at  such  times  commodities  generally  are  likely 
to  be  cheap,  so  that  "money"  will  be  "dear"  both  in  the 
economic  and  in  the  ordinary  commercial  sense. 

Finally,  it  should  be  observed  that  those  who  confound  the 
two  meanings  of  "value  of  money  "  are  not  wrong  in  supposing 
that  the  value  of  the  use  of  money  tends  to  be  lowered  by  an 
unusual  influx  of  metallic  money  or  bullion,  and  raised  by  an 
e£Bux ;  they  are  only  wrong  in  overlooking  the  transitoriness  of 
these  effects.  An  increased  supply  of  gold,  not  accompanied  by 
a  corresponding  increase  in  the  work  that  coin  has  to  do  (or  a 
rise  in  the  demand  for  gold  otherwise  caused),  tends  ultimately 
to  lower  the  purcha.sin<^  power  of  money  relatively  to  commodi- 
ties generally;  but,  in  the  first  stage  of  the  process  that  leads 
to  this  result,  the  increment  of  coin — or  in  England  of  notes 
representing  the  new  gold  in  the  Issue  Department  of  the 
Bank — must  pass  through  the  hands  of  bankers,  and  so  increase 
the  amount  of  the  medium  of  exchange  that  they  have  to  lend. 
Hence  the  price  paid  for  the  use  of  money  will  tend  to  fall,  and 
this  fall  will  tend  to  cause  increased  borrowing,  and  consequent 
extended  use  of  the  medium  of  exchange;  and  then  through 
the  resulting  rise  in  prices  generally,  the  greater  part  of  the 
new  coin  or  bimk-notes  will  gradually  pass  into  ordinary  cir- 
culation. Thus  the  fall  in  the  purchasing  power  of  money, 
consequent  on  an  influx  of  gold,  w^ill  normally  establish  itself 
through  an  antecedent  and  connected  fall  in  the  value  of  the 
use  of  money. 

In  the  same  way,  when  gold  has  to  leave  a  country  where 
the  banking  system  is  fully  developed,  in  payment  of  commer- 
cial and  other  debts  to  foreigners,  it  will  generally  be  taken 
chiefly  from  the  reserves  of  banks;  and  the  need  of  filling  up 
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the  gap  thus  created  will  make  it  expedient  for  bankers  to 
restrict  their  loans,  and  so  tend  to  raise  the  rate  of  discount 
This  effect  will  generally  be  greater,  the  smaller  the  reserve  of 
metal  kept  by  the  aggregate  of  banks,  compared  with  the 
amount  of  the  medium  of  exchange  that  they  supply :  hence 
it  will  be  especially  marked  in  such  a  banking  system  as 
our  own,  in  which  nearly  the  whole  reserve  of  gold  is  kept  by 
the  Bank  of  England. 

§  6.  Hitherto  I  have  assumed  that  there  is  only  one  metal 
used  as  coin,  in  payments  beyond  a  certain  low  limit.  Let  us 
now  examine  the  eflects  of  using  two  such  metals.  In  the  first 
place  the  purchasing  power  of  either  will  obviously  be  less  than 
it  would  otherwise  be ;  so  far  as  the  use  of  the  two  metals 
actually  takes  place,  and  is  not  merely  permitted  by  law. 
Secondly,  unless  either  the  causes  of  variation  in  the  Kupply  of 
both  metals  are  the  same,  or  one  metal  ij*  decidedly  more  liable 
to  such  variation  than  the  other,  the  chances  are  that  the 
variations  in  annual  supply  when  the  two  metals  are  used  will  be 
somewhat  leas  in  magnitude  than  when  one  alone  is  used. 

These  two  effects  are  independent  of  the  question  whether 
(1)  the  two  kinds  of  coins  are  both  legal  tender,  or  (2)  only  one 
is  legally  current,  but  the  other  is  coined  aud  commonly  ac- 
cepted at  its  mai-ket  value  ;  only  in  the  latter  case  the  standard 
of  value  will  be  entirely  determined  by  the  metal  legally 
current. 

When  both  metals  are  coined  int.o  legal  tender  at  unlimited 
amounts,  a  rate  has  to  be  fixed  at  which  they  circulate  together; 
since  a  law  enacting  that  all  debts  of  money  may  be  litjuidated 
by  payment  in  either  kind  of  coin,  provided  that  there  is  no 
special  contract  to  the  contrary,  would  be  obviously  incomplete 
without  a  precise  determination  of  the  enuivaience  of  the  two 
metals. 

So  long  as  this  legal  rate  does  not  vary  materially  from  what 
would  otherwise  be  the  relative  market  value  of  the  two  metals, 
they  will  obviously  tend  to  be  coined  and  used  indifferently ; 
except  80  far  as  the  choice  between  them  is  determined  by  the 
convenience  of  carrying  or  handling  them.  But  when  changes 
occur  in  the  conditions  of  supply  or  demand  for  either  metal, 
their  effects  will  be  importantly  different  from  the  effects  that 
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would  have  been  produced  apart  from  legal  interference.  To 
trace  these  effects  in  their  proper  order,  it  will  be  convenient  to 
contemplate  a  particular  case  of  change ;  which,  for  simplicity, 
we  will  first  suppose  to  occur  in  au  isolated  country,  entirely 
supplied  with  both  metals  from  its  own  mines.  Let  us  a.ssume, 
therefore,  that  gold  and  silver  are  coined  freely  by  Government 
and  made  legally  current  in  unlimited  amount  at  a  fixed  rate 
throughout  this  region  ;  and  let  us  assume  that  this  rate  in  the 
first  instance  accurately  corresponds  to  the  relative  market- 
values  of  the  two  metals,  as  they  would  exist  apart  from  legal 
interference.  Let  us  then  suppose  that  the  supply  of  silver 
becomes  more  abundant,  the  conditions  determining  the  values 
of  all  other  products  remaining  unaltered.  Then,  apart  from 
legal  interference,  the  gold  price  of  silver  would  fall ;  but  under 
the  circumstances  supposed  this  cannot  take  place,  in  the  first 
instance ;  for  no  one  will  exchange  his  silver  ij»  the  market  for 
a  smaller  amount  of  gold  coin  than  he  could  get  by  taking  the 
silver  to  the  mint  to  be  coined.  Hence  what  will  happen  will 
be  that  all  the  additional  supply  of  silver,  which  the  non-mone- 
tary demand  will  not  absorb  at  the  legal  rate,  will  go  to  the 
mint;  the  purchasing  power  of  the  whole  nia.ss  of  coin  will  fall 
correspondingly,  gold  and  silver  being  maintained  at  their  legal 
relative  value.  As  the  exchange  value  of  bullion  relatively  to 
other  wares  must  of  course  full  equally,  an  extension  will  tend 
to  take  place  in  the  non-monetary  demand  of  bullion — gold  as 
well  as  silver.  But  as  no  change  is  supposed  to  occur  in  the 
conditions  of  supply  of  gold  bullion,  there  must  be  a  corre- 
sponding diminution  in  the  gold  sent  to  the  mint  for  coinage. 
If  the  increase  in  the  supply  of  silver  were  not  very  great  or 
permanent  its  effects  might  stop  at  this  point,  so  that  no 
difference  would  manifest  itself  between  tlie  market-rate  and 
the  mint-rate  uf  interchange  of  the  two  metals ;  the  demand 
having  in  fact,  under  the  pressure  of  governmental  interference, 
adjusted  itself  to  the  change  in  supply.  But  if  the  ad<lition 
to  annual  supply  be  sufficiently  extensive  and  prolonged,  the 
process  above  described  may  be  carried  on  until  no  gold  at  all 
is  sent  to  the  mint ;  and  then,  for  the  first  time  (if  the  process 
still  goes  on),  the  market-price  of  gold  bullion  will  begin  to 
rise.     When  this  rise  has  gone  so  far  that  the  gold  coins  still  in 
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use  have  actually — through  the  continued  depreciation  of  silver, 
which  necessarily  drags  down  with  it  the  value  of  the  coined 
gold  as  well — become  less  valuable  than  the  bullion  which 
they  on  the  average  contain,  it  will  become  profitable  to  melt 
them  down ;  and  if  the  same  causes  continue  to  operate,  this 
process  will  continue  (unless  prevented  by  law — or  even,  if  the 
difierence  between  the  two  rates  be  great,  in  spite  of  legal 
interference)  until  the  coin  used  in  large  payments  is  entirely 
composed  of  the  mela!  that  has  fallen  in  value. 

It  thus  appears  that  the  adoption  of  a  double  standard  will, 
up  to  a  certain  point,  prevent  variations  in  supply  from  affecting 
the  relative  market-value  of  the  two  metals,  as  it  will  tend  to 
produce  changes  in  demand  sufficient  to  absorb  their  efifect. 
But  variations  of  a  certain  magnitude  cannot  be  thus  counter- 
acted ;  on  the  contrary,  such  variations  will  nullify  the  formal 
adoption  of  a  double  standard,  and  render  the  currency  practi- 
cally monometallic.  And  it  is  to  be  observed  that  the  change 
in  monetary  demand,  by  which  the  bimetallic  system  keeps 
the  relative  value  of  the  two  metals  stable  in  spite  of  a  change 
in  supply,  necessarily  tends  to  affect  production  in  the  direction 
opposed  to  its  own  aims:  i.e.  it  presents  an  enlargement  in  the 
supply  of  (say)  silver  from  being  checked  as  it  otherwise  would 
be  by  a  corresponding  fall  in  the  value  of  silver. 

If  now  we  suppose  the  country  contemplated  to  be  in  com- 
mercial relations  with  other  countrie.s  in  which  the  double 
standard  is  not  adopted,  the  nullification  of  the  double  standard 
will  be  accelerated ;  since  the  single  bimetallic  mint  will  have 
to  sustain  the  rated  value  of  the  two  metals  in  the  larger 
market  constituted  by  all  the  couutiies  concerned.  Or  to  put 
it  otherwise  the  '  non-monetary  demand  '  for  gold  in  the  country 
with  a  double  standard  will  be  partly  a  demand  for  exportation 
to  other  countries  where  the  value  of  gold  is  not  legislatively 
tied,  to  that  of  silver,  and  silver  will  correspondingly  flow  from 
these  other  countries  to  the  bimetallic  mint. 

§  7.  It  remains  to  discuss  the  determination  of  the  value 
of  'fiat-money';  i.e.  inconvertible  notes  issued  by  Government, 
and  purporting  to  be  equivalent  to  a  certain  amount  of  coin. 
Assuming  that  the  government  issuing  such  money  can  secure 
for  it, — as  it  usually  can — practically  complete  currency  as  an 
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internal  medium  of  exchange,  its  value  (as  its  cost  of  production 
is  of  course  insiguilieant)  depends  entirely  on  the  relation 
of  the  supply  to  the  den)and.  If  the  amount  coined  in  any 
country  exceeds  the  amount  of  convertible  notes  of  aimilar 
nominal  value,  which  the  country  in  question  at  the  particular 
time  would  uae,  the  purchasing  power  of  the  whole  medium  of 
exchange  will  tend  to  fall  just  as  it  would  if  there  had  been  an 
equivalent  addition  to  the  amount  of  coin  in  the  country — 
supposing  that  the  goveruineut  does  not  simultaneously  with- 
draw from  circulation  any  part  of  the  coin  in  use*.  The  rise  in 
prices,  which  is  another  aspect  of  this  fall,  will  tend  to  increase 
the  imports  and  decrease  the  exports  of  the  country,  and  thus 
to  cause  an  exportation  of  the  standard  coin — which  for 
simplicity's  sake  we  will  suppose  to  be  gold — to  pay  the 
balance  due.  If  the  excess  in  quantity  of  the  currency  still 
continues,  the  pressing  need  of  gold  to  pay  commercial  debts 
abroad  will  cause  it  to  be  sold  at  a  premium.  When  this 
premium  hiis  once  established  itself,  the  gold  coins  used  in 
ordinary  payments  within  the  country  will  have  a  premium 
also :  but,  as  the  above  reasoning  explains,  and  as  experience 
shows,  some  time  may  elapse  before  an  excessive  issue  of  incon- 
vertible notes  produces  this  result.  It  should  be  observed^  too, 
that  strictly  speaking  the  increase  of  the  medium  of  exchange 
through  the  issue  of  fiat-money  does  not  tend  to  cause  the 
premium  to  be  established,  until  this  increase  has  gone  beyond  a 
certain  pc»int ;  since,  so  far  as  such  issue  cuts  off  a  portion  of  the 
ordinary  demand  for  gold,  it  has  a  certain  tendency  to  lower 
its  exchange  value  permanently.  But  this  tendency  will  be 
practically  slight  so  long  as  the  issue  is  confined  to  one 
country. 

In  the  above  reasoning  I  have  supposed  tlie  region  over 
which  the  fiat-money  is  current  to  be  limited,  and  to  have 
commercial  relations  with  other  countries  outside  it.     But  even 

'  If  the  amonnt  of  such  coin  be  dimiaisheil  by  the  action  of  the  gOTomment, 
B  oorresponding  additional  aiuoant  of  room  will  be  made  for  tbe  inconvertible 
notes.  It  is  to  be  observetl,  moreover,  that  the  government  isaniug  such  notes 
is  likely  to  be  making  unusual  purchases  by  means  of  them ;  which  even  if  made 
without  inconvertible  notes  would  have  occasioned  a  temporary  rise  in  prices 
and  therefore  a  temporarily  greater  room  for  convertible  notes  than  would 
olhenviae  be  the  case. 
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if  foreign  trade  were  excluded — or  if  we  suppose  an  issue  of 
inconvertible  notes  current  over  the  whole  civilized  world — the 
establishment  of  a  premium  on  gold  would  still  take  place,  if 
the  issue  of  inconvertible  notes  were  extended  beyond  a  certain 
point ;  only  it  would  take  place  more  slowly  aod  in  a  different 
■way.  What  would  happen  in  this  case  would  be,  first,  a  general 
rise  in  prices  not  extending  to  gold  bullion,  which  would  pre- 
serve its  previous  price  in  coin,  and  therefore  in  inconvertible 
notes.  This  would  lead  to  an  extension  of  the  non-monetary 
demand  for  bullion ;  on  the  other  hand,  as  the  exchange  value  of 
bullion  relatively  to  commodities  generally  would  have  fallen,  its 
supply  would  tend  to  be  reduced  ;  and  unless  these  two  changes 
together  were  so  slight  that  their  effect  was  balanced  by  the 
simultaneous  reduction  of  the  monetary  demand  for  bullion, 
a  rise  in  the  money  price  of  bullion  must  ultimately  take 
place.  When  this  rise  became  so  great  as  to  make  it  worth 
while  to  melt  down  the  coin,  it  would  be  checked  by  such 
melting,  until  the  standard  coin  had  been  withdrawn  from 
circulation ;  but,  after  this,  the  premium  on  bullion  would 
correspond  exactly  to  the  general  fall  in  prices  resulting  from 
the  excessive  issue  of  notes. 


Note,  It  has  )>cen  already  noticed  that  Mr  JevonB*  theory  of 
the  relation  between  the  'final  utility' — or  final  value  in  use — of  a 
commodity  and  its  value  in  exchange  needs  some  modification  in  the 
case  of  money, — at  least  if  we  are  considering  its  social  utility.  For 
since  money  is  only  used  by  being  exchanged,  the  viilue  iii  use  of 
any  portion  of  it  ia  simply  its  value  in  exchange  and  can  be  notliing 
else.  Hence,  though  it  is  true  as  we  have  seen  that  the  value  of 
money  tends  to  fall  when  its  supply  is  increased,  just  as  the  vnlue  of 
any  other  commodity  does  ;  tliia  is  not  because  the  new  increment  of 
money  furnishes  an  increment  of  utility  or  satisfaction  loss  than  tlat 
still  afforded  by  the  previously  existing  money  ;  but  rather  because, 
speaking  hrojidly,  the  utility  of  the  whole  aggregate  remains  un- 
afl'ected  by  tlie  addition  to  its  quantity. 


CHAPTER   VI. 
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§  1.  In  the  preceding  discussion  on  the  '  Value  of  Money ' 
in  the  sense  in  which  economists  use  the  term — i,e.  the  pur- 
chasing power  of  money  relatively  to  other  wealth, — ^it  has 
seemed  desirable  to  include  a  consideration  of  the  value  of 
money  in  the  ordinary  commercial  sense,  or  the  Rate  of  Interest 
on  loans  of  money;  and  this,  again,  has  inevitably  led  us  to 
speak  of  the  rate  of  interest  on  capital  generally.  It  is  con- 
venient, therefore,  in  passing  firom  the  theory  of  the  value  of 
products  to  the  theory  of  the  remuneration  of  services,— or  the 
theory  of  distribution  of  wealth,  as  we  at  first  conceived  it, — 
to  commence  by  examining  the  competitive  determination  of 
Interest 

We  may  conveniently  begin  by  clearing  away  some  con- 
troversy as  to  the  precise  nature  of  the  service  remunerated  by 
Interest.  English  economists,  since  Senior,  have  generally 
agreed  to  regard  Interest  as  the  '  reward  of  abstinence':  but  the 
phrase  has  been  criticised  by  socialists  and  semi-socialists,  who 
seem  to  have  understood  it  as  having  an  ethical  import,  and 
implying  that  the  sum  paid  to  a  capitalist  for  the  use  of  his 
wealth  was  just  compensation  for  the  sacrifice  he  makes  in  not 
immediately  consuming  it.  It  does  not  however  appear  that 
either  Senior,  or  his  chief  followers  in  the  use  of  the  phrase, 
intended  any  such  ethical  assertion.  All  that  they  meant  was 
(1)  that  as  any  individual  capitalist  could,  by  the  aid  of  exchange, 
consume  in  some  form  adapted  for  immediate  enjoyment  the 
wealth  which  he  actually  keeps  in  the  form  of  capital,  he  by 
abstaining  from  such  consumption  renders  a  service  to  indi- 
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viduals,  or  supplies  au  aid  to  industry,  for  which  he  is  paid  by 
interest :  and  (2)  that  this  remuneratiou  is  necessary,  under  the 
present  social  conditions,  to  induce  the  owners  of  wealth  to 
postpone  their  enjoyment  of  it,  to  the  extent  required  to  keep 
in  existence  the  actual  amount  of  individuals'  capital.  Circum- 
stances are  no  doubt  conceivable  under  which  the  quantity  of 
capital  supplied  would  be  practically  independent  of  the  price 
obtainable  for  the  use  of  it ;  e.g.  it  is  conceivable  that  the 
process  of  saving  might  be  carried  on  to  an  adequate  extent  for 
no  other  '  remuneration '  than  the  satisfaction  derived  from 
having  a  provision  for  the  future  needs  of  the  person  who  saves, 
or  of  his  family  or  others  whom  he  may  desire  Ui  benefit.  But, 
actuidly,  the  price  paid  for  the  use  of  savings  must  tend  to 
increase  their  total  amount ;  though  to  what  extent  it  increases 
it  cannot,  I  think,  be  precisely  known. 

However,  we  may  begin  by  simply  regarding  Interest  as  the 
share  of  produce  that  falls  to  the  owner  of  Capital  as  such  ; 
meaning  by  "  capital  "  wealth  employed  so  that  it  may  yield  the 
owner  a  surplus  of  new  wealth.  From  the  individual's  point  of 
view,  such  capital  may  reasonably  be  considered  as  still  existing, 
even  when  the  wealth  has  been  spent  without  leaving  material 
results,  whenever  it  has  been  employed  so  as  to  secure  the 
owner  a  reasonable  expectation  of  having  its  equivalent  returned 
tfl  him  along  witli  intere.st,  or  eveii  of  receiving  interest  only  in 
perpetuity  :  but  I  shall  not  here  take  account  of  wealth  spent 
in  increasing  the  productive  efficiency  of  human  beings,  since 
the  economic  effects  of  such  expenditure  are  more  conveniently 
considered  under  the  head  of  wages.  It  sliould  be  observed 
that  in  the  incomes  of  capitalists  who  are  also  employers 
interest  can  only  be  distinguished  by  abstract  analysis  from  that 
other  element  of  an  employer's  profit,  which  we  have  called  his 
"  wages  of  management  "  ;  to  learn  what  part  of  the  earnings  of 
a  man  of  business  is  to  be  called  interest,  we  have  to  ascertain 
bow  much  he  could  get  for  the  use  of  his  capital,  supposing  he 
withdrew  it  without  loss  from  his  business  and  lent  it  to  other 
persons.  Thus  it  is  from  the  rate  of  interest  actually  paid  on 
borrowed  capital  that  we  infer  the  theoretical  interest — as 
distinct  from  employer's  profit — of  the  capitalist  who  is  also  an 
employer :  it  is  therefore  convenient  to  begin  by  investigating 
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the  conditions  that  determine  the  former.  The  '  rate  of 
interest'  maj  be  defined  as  the  proportion  of  the  price  paid  to 
the  value  of  the  capital  borrowed  for  a  certain  fixed  time, 
which  we  will  take  (according  to  usage)  to  be  a  year. 

This  definition,  however,  requires  further  explanation  or 
qualification  in  two  pointa  In  the  first  place,  we  have  already 
seen  the  need  of  distinguishing  the  rate  of  discount  or  interest 
in  the  money-market  from  the  rate  of  interest  on  capital 
generally ;  since  the  two  rates,  though  connected,  are  not 
identical,  nor  altogether  determined  by  the  same  laws.  Of 
course,  when  a  loan  is  made,  what  is  actually  borrowed  is, 
in  most  cases,  the  medium  of  exchange  j  but  it  is  only  when 
it  is  borrowed  from  persons  who  do  not  make  a  business  of 
dealing  in  monty,  that  the  price  paid  for  the  loan  may  be 
regarded  as  substantially  paid  for  use  of  the  capital  purchased 
with  the  money  borrowed.  The  interest  paid  to  professional 
lenders  of  money  must,  as  was  before  observed,  include  remune- 
ration for  the  labour  of  such  persons  ;  and  this  remuneration  is 
obviously  not  Interest  in  the  sense  with  which  we  are  concerned 
with  it  in  the  theory  of  Distribution  :  while  on  the  other  hand 
so  far  as  such  lenders  are  also  producers  of  the  greater  part  of 
the  medium  of  exchange  at  a  cost  considerably  less  than  that 
of  the  coin  that  forms  the  remaining  part — as  we  have  seen  to 
be  the  case  with  bankers — competition  may  force  them  to 
make  loans  for  short  periods  at  a  rate  even  lower  than  that  at 
which  money  or  capital  is  borrowed  from  the  public  generally. 
It  must  therefore  be  borne  in  mind  that  our  present  investi- 
gation relates  primarily  to  this  latter  rate  ;  and  only  secondarily 
and  with  the  qualifications  already  noticed  to  the  former. 

Secondly,  we  have  to  take  into  account  that  tlierc  is  a  large 
amount  of  capital  not  formally  lent,  of  which,  nevertheless,  the 
yield  is  to  be  regarded  as  interest  and  not  profit ;  since  the 
capital  is  owned  by  persons  who  spend  no  labour — or  at  least 
no  remunerated  labour — in  managing  it.  This  is  the  case 
(e.g.)  with  the  capital  of  railway  companies,  water  companies, 
gas  companies,  and  many  other  large  masses  of  capital  owned 
in  joint-stock :  no  one  who  becomes  a  shareholder  in  such 
companies  considers  any  trouble  he  may  take  in  electing  di- 
rectors and  criticising  their  report  as  labour  requiring  re- 
8.  P.  E.  17 
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muneration ;  hence  the  dividends  of  such  companies  are  to 
be  regarded  as  merely  interest  on  the  capital  owned  by  the 
shareholdera,  no  less  than  the  money  annually  paid  to  the 
bondholders'. 

Again,  it  has  been  before  observed  that  what  we  commonly 
speak  of  as  the  '  capital  *  of  such  companies  frequently  includes 
portions  of  land :  and  that  the  distinction  which,  in  considering 
social  production,  we  drew  between  capital — as  the  result  of 
labour — and  land  in  its  original  condition,  has  primd  facie  uo 
application  when  we  are  considering  the  question  of  distri- 
bution. The  material  capital  owned  by  an  individual  is  rarely 
to  any  great  extent  the  actual  results  of  his  own  labour  ;  and 
its  value  as  a  source  of  future  wealth  cannot  depend  on  whether 
or  not  it  was  the  result  of  the  labour  of  some  one  else.  I 
purpose  therefore,  for  the  present,  to  regard  the  yield  of  land 
as  a  species  of  interest ;  reserving  for  the  next  chapter  the  task 
of  examining  any  important  characteristics  peculiar  to  the 
determination  of  the  yield'  of  land. 

In  considering  the  rate  of  interest  on  laud  we  have  to  deal 
with  a  point  of  some  subtlety  as  to  the  right  mode  of  measur- 
ing the  amount  of  an  individual's  capital.  We  ordinarily 
measure  capital,  as  we  measure  wealth  generally,  by  its  exchange 
value;  so  that  if  any  particular  investment  rises  in  value  dur- 
ing the  period  investigated — as  land,  on  the  whole,  has  continu- 
ally done — WG  ought  (assuming  that  there  is  no  cognizable  change 
in  the  purchasing  power  of  money)  to  consider  the  additional 
increment  of  value  as  a  part  of  the  annual  yield  of  the  invest- 
ment, no  less  than  the  rent  or  interest  nominally  received. 
Similarly  in  the  case  of  investments  of  which  the  price  has 

'  It  may  be  said  that  thongb  ordinary  sharehoMera  in  joiat-stook  companies 
obtain  no  remuneration  for  the  labour  of  managing  the  Lusincss  of  the  com- 
pauies,  they  da  obtain  the  remuneration  of  higher  diviilendfl  for  the  labour  spent 
in  careful  Beleotion  of  investmentB.  And  this  is  do  doubt  true,  ko  far  as  saoh 
labour  results,  on  the  sYei-ago,  in  a  more  accurate  estimate  of  the  risks  of 
different  inTestmetits.  But  since  the  remark  applioa  as  much  to  different  in- 
veKtmeuts  of  money  formallj'  lent  as  it  does  to  mooey  employed  iu  purchasing 
shares,  it  seems  more  conTcnient  to  draw  attention  Co  this  t«maneration  of 
labour  at  a  later  point  of  the  discussion.     See  p.  263. 

'  As  will  presently  appear,  in  dealing  with  the  (approximately)  aniform  rate 
of  interest  with  which  we  are  concerned  iu  the  present  chapter,  the  chief  con- 
troversies as  to  the  determination  of  rent  do  not  come  before  us. 
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fallen,  we  ought  to  subtract  the  difference  from  the  interest  or 
dividends  which  have  been  paid  to  the  investors.  But  when  we 
examine  the  conditions  of  such  changes  in  the  selling  value  of 
investments,  we  find  that  one  important  cause  is  a  change  in  the 
rate  of  interest  itself.  If  the  rent  of  a  piece  of  land  were  to 
remain  the  same  while  the  current  rate  of  interest  fell  from 
3  to  2  per  cent.,  the  price  of  the  land  would  ceteris  paribus  rise 
50  per  cent.  From  the  point  of  view  of  the  community,  taken 
in  the  preceding  book,  this  rise  obviously  does  not  constitute  a 
real  increase  of  wealth :  since  the  command  over  the  necessaries 
and  conveniences  of  life  possessed  by  the  community  is,  speaking 
broadly,  aio  greater  because  the  exchange  value  of  its  instruments 
of  production  has  risen  in  eoosequence  of  a  fall  in  the  rate  of 
interest.  But  from  the  individual's  point  of  view  the  increase 
of  wealth  is,  in  a  certain  sense,  real  and  not  merely  nominal ; 
for  though  the  real  income  of  the  owner  of  the  capital  is  not 
increased  by  the  change,  his  power  of  purchasing  consumable 
commodities  has  certainly  increased,  though  he  can  only  exercise 
it  by  spending  his  capital.  I  think,  therefore,  that  this  kind  of 
increase  of  nominal  wealth  should  be  carefully  noted  aud 
distinguished  from  other  kinds ;  but  here  we  may  conveniently 
avoid  any  complications  arising  out  of  it  by  cunsidering  our 
problem  staticttllff,  not  dynamically;  that  is,  by  assuming 
that  the  rate  of  interest  remains  the  same  during  the  period 
investigated,  and  analysing  the  forces  that  determine  it  to  this 
stable  condition.  Similarly,  for  simplicity,  we  may  assume 
that  there  is  no  appreciable  change  in  the  purchasing  power 
of  money. 

§  2.  Here  however  another  question  is  forcibly  suggested, — 
viz.  how  far,  and  on  what  grounds,  we  have  a  right  to  speak  of 
"  a  rate  of  interest "  as  current  at  any  given  time.  It  is  noto- 
rious that  capital  is  borrowed  contemporaneously  at  very  differ- 
ent rates  by  different  individuals  and  companies ;  and  such 
diflFerences  are  still  more  striking  when  we  include  under  the 
notion  of  interest — as  we  have  seen  reason  to  do — the  dividends 
paid  on  the  joint-stocks  of  companies.  For  such  dividends 
actually  vary  from  20  per  cent,  or  more  down  to  zero:  and 
when  we  include  changes  in  the  selling  value  of  the  investments 
during  the  year,  the  variations  are  increased  manyfold,  since  the 
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lower  limit  becomes  a  considerable  negative  (juantity.  In  what 
sense,  then,  can  we  speak  of  a  tendency  to  a  uniform  rate  of 
interest  at  a  given  time  and  place  ? 

Firstly,  in  so  speaking  we  do  not  mean  by  "rate  of  interest" 
on  any  investment  the  proportion  of  the  annual  yield  to  the 
capital  originally  invested,  but  the  proportion  between  the 
dividends  or  interest  actually  paid  and  the  present  selling  price 
of  the  stock  or  bonds  upon  which  it  is  paid.  We  can  affirm  no 
general  tendency  to  uniformity  in  the  former  ratio.  No  doubt 
if  we  supposed  all  capital  to  have  been  originally  invested  with 
equal  knowledge  and  foresight,  we  might  infer  that  the  yield  of 
equal  portions  of  capital  would  in  the  long  run  be  equal,  if  they 
were  invested  contemporaneously  or  at  times  at  which  the 
current  rate  of  interest  was  the  same.  But  in  order  to  draw 
even  from  this  hypothesis  any  inference  with  regard  to  the 
proportion  of  present  annual  yield  to  capital  originally  invested, 
we  should  have  to  know  in  eveiy  case  the  amount  received  in 
previous  years  ;  since  some  forms  of  capital  are  more  liable  than 
others  to  depreciation  through  various  causes,  so  that  their  yield 
in  the  earlier  years  after  investment  has  to  be  proportionally 
greater;  while  other  investnients  again  take  some  time  to  rise 
to  their  full  height  of  profitableness. 

Secondly,  in  saying  that  the  rate  of  interest  even  on  new 
investments,  or  old  investments  estimated  at  their  present 
value,  tends  to  be  the  same,  it  is  only  meant  that  all  differences 
in  the  rate  of  interest  so  estimated,  on  securities  currently  sold 
in  open  market,  correspond  to  differences  in  the  general  esti- 
mate of  the  probabilities  of  fall  or  rise  in  the  future  yield  or  in 
the  selling  value  of  such  investments'.  So  explained,  the  pro- 
position follows  primA  facie  from  the  principle  that  in  all 
pecuniary  transactions  each  person  concerned  seeks  the  greatest 
pecuniary  gain  to  himself;  and  there  is  scarcely  any  broad  and 
simple  deduction  fiom  this  principle  which  approximates  so 
closely  to  the  actual  facta  of  existing  societies.  It  is  generally 
true  that  men  in  buying  debts  and  shares  are  solely  influenced 
by  the  desire  to  get  the  greatest  amount  of  interest  that  they 
can  on  the  whole;   so  that  if  any  one  prefers  an  investment 

>  Mill's  plirase  "iodemmty  for  riak"  is  not  Bufflciently  general  to  oover  all 
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that  at  present  yields  a  lower  interest  than  another,  it  is  because 
he  either  considers  it  safer  or  expects  it  to  rise  hereafter. 

The  chief  exceptional  cases  may  be  classed  under  the  fol- 
lowing heads.  (1)  Some  kinds  of  securities  are  purchased  at 
a  higher  price  than  would  otherwise  be  the  case,  on  account  of 
some  indirect  pecuniary  advantage  obtained  by  the  possession 
of  them.  Rg.  securities  widely  known  and  esteemed  safe,  for 
which  the  demand  is  extensive  and  steady,  and  the  value  in 
consequence  comparatively  stable)  have  a  special  utility  for 
bankers  and  merchants,  as  a  means  of  obtainiiig  money  in  an 
■  emergency ;  again  such  securities  (as  we  have  noticed)  are,  to  a 
certain  extent,  used  for  the  payment  of  commercial  debts  in 
foreign  countries,  and  have  thus  a  si>ocial  utility  as  an  inter- 
national medium  of  exchange.  Either  of  these  causes  will  have 
a  certain  tendency  to  raise  the  average  price  of  the  securities 
affected  by  it.  (2)  To  some  extent,  a^'atn,  the  price  of  certain 
investments  is  raised  through  the  operation  of  motives  which 
though  self-regarding,  act  crMiuter  to  the  desire  of  pecuniary  gain. 
Thus  the  price  of  land  iu  England  has  undoubtedly  been  kept  up 
by  the  social  consideration  and  power  that  its  posse-ssion  has 
conferred:  and  again,  it  is  probable  that  investments  reputed 
especially  safe  are  purchased  at  a  rate  of  intere.'it  lower,  an  com- 
pared with  that  of  somewhat  less  trusted  securities,  by  a  dif- 
ference somewhat  greater  than  what  wouhl  exactly  represent 
compensation  for  the  extra  risk  of  the  latter;  because  most  persons 
who  live  chiefly  on  interest  would  siiflFor  from  a  decrease  of  income 
more  than  they  would  be  benefited  by  an  increase;  and  again, 
the  freedom  from  anxiety  that  safe  investments  give  is  itself  a 
utility  which  has  a  certain  price.  It  is  to  be  observed,  on  the 
other  hand,  that  the  excitement  of  fluctuations  of  gain  and  loss 
is  a  source  of  keen  pleasure  to  many  minds ;  as  is  shown  by  the 
extensive  existence  of  lotteries,  gaming,  betting,  and  .speculation 
in  stocks  by  private  persons.  It  seems  to  be  the  fact  that  on  this 
ground,  indemnity  for  risk  is  not  even  sufficiently  represented 
iu  the  price  of  some  very  fluctuating  investments'.     (3)    Again, 


<  If  we  had  only  to  consider  inveatmcDts  made  in  view  of  the  inveator's 
personal  interests,  it  woald  perhaps  be  a  delicate  matter  to  balance  the  influence 
of  the  pleasures  of  excitement  agaiuHt  that  of  the  pains  of  anxiety.  But  in  the 
investment  of  savings  fur  jwaterity  the  former  motive  docs  not  come  in ;  here 
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the  effect  that  would  follow  from  a  spontaneous  willingness  to 
pay  an  extra  price  for  specially  safe  investments  will  eL|ually 
tend  to  be  produced,  if  a  certain  portion  of  the  capital  of  the 
community  is  kept  in  such  investments  by  legal  compulsion ;  as 
is  the  case  in  England  with  a  largo  part  of  the  funds  held  by 
trustees.  (4)  Finally,  in  some  cases,  a  diminished  rate  of 
interest  is  accepted  out  of  regard  for  the  public  well-being  or 
sympathy  with  private  individuals.  Thus  considerable  sums 
are  from  time  to  tiine  invested  in  undertakings  of  a  semi- 
commercial,  semi-philanthropic  character,  which  are  not  found 
by  experience,  and  not  expected,  to  bring  in  even  ultimately 
interest  at  the  average  rate ;  and  money  is  often  borrowed 
from  relatives  or  friends  by  struggling  men  of  business,  at  a  rate 
which  very  inadequately  represents  the  risk  of  loss. 

But  even  if  we  take  these  causes  of  variation  fully  into 
account,  it  still  remains  true  that  the  differences  in  the  rates  of 
interest  obtainable  at  any  given  time  on  different  fresh  invest- 
ments of  capital  are  mainly  due  to  differences  in  the  generally 
estimated  prospects  of  change  in  the  interest  or  selling  value  of 
the  respective  securities.  This  varying  prospect  is  in  the 
majority  of  cases  a  prospect  of  posi=iible  loss:  the  interest  accord- 
ingly is  above  what  would  be  paid  for  a  loan  of  which  the  repay- 
ment was  considered  absolutely  secure.  In  this  way,  for  example, 
the  interest  on  the  onlinary  stock  of  a  prosperous  railway  com- 
pany, taken  at  its  selling  value,  conies  to  be  generally  somewhat 
higher  at  ordinary  times  than  the  interest  on  its  'Preference' 
stock  or  shares;  this  latter  again  being  somewhat  higher  than 
the  interest  paid  on  the  debentures  of  such  a  company' ;  while 

therefore  it  aeema  likely  that,  on  the  whole,  wourity  will  be  rated  Komi^what 
above  its  exact  peoani&i;  value.  And  the  same  would,  I  think,  be  true  of  in- 
Testments  made  by  trustees,  even  apart  from  the  legal  interference  that  actnally 
restricts  them  to  certain  funds  and  stocks ;  8iuc«>  trustees  are  niuoh  more  likely 
to  he  blamed  for  diminishing  the  funds  enlruHted  to  them  by  hazardous  pur- 
chases than  praised  for  increasing  them  by  lucky  hits. 

•  Joint-stock  companies  frequently  lay  by  a  certain  part  of  their  proocods  to 
form  an  insarance-fnnd  against  risks.  In  this  way  they  dimLciiih  the  hazard 
of  their  investments,  and  proportionally  raise  the  ratio  which  the  selling  Talue 
of  their  shares  bears  to  the  annual  yield;  bat  they  do  not  profess  to  make  such 
investments  "as  safe  as  the  Funds:"  there  still  remaxa  indefinite  risks  of 
extraordinary  losses  through  depreciation  or  destractioD  of  capital,  whieh  inves- 
tors undoubtedly  take  into  account. 
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the  interest  on  the  debt  of  the  English  Government  would 
undoubtedly  be  leas  than  thia  last,  even  apart  from  the  other 
influences  which,  as  we  have  seen,  tend  to  raise  the  price  of 
'  consols.'  In  such  casea,  evidently,  the  surplus  receipts  repre- 
sent the  general  estimate  of  adequate  insurance  against  the 
different  risks  of  loss. 

So  far  as  such  expectations  of  probable  loss  (and  in  some 
cases,  of  increased  yield)  aie  on  the  average  well  founded,  it  is 
evident  that,  on  the  whole,  after  a  sufficient  lapse  of  time,  the 
differences  in  the  original  yield  of  diflerent  investments  will 
have  been  compensated  by  the  realization  of  the  expected  gains 
and  losses ;  so  that  the  aggregate  interest  on  the  whole  capital 
will  prove  to  be  about  as  much  as  would  have  been  obtained 
if  it  had  all  been  lent  ou  perfectly  good  security — allowance 
being  made  for  any  extra  price  currently  paid  for  special 
advantages  of  safety  (as  before  noticed).  Persons  of  superior 
knowledge  and  foresight  will  of  course  tend  to  get  considerably 
more  from  their  investments,  by  estimating  more  accurately 
than  others  the  risk  of  undertakings  which,  from  tlieii  novelty 
or  some  other  cause,  are  rightly  regarded  as  hazardous  by 
pnident  persons  without  special  knowledge.  Such  investors, 
in  fact,  obtain  a  certain  return  for  the  skilled  lubour  that  they 
perform  in  estimating  the  prospects  of  novel  or  otherwise 
hazardous  undertakings ;  and  if  we  could  assume  that  this 
labour  is,  on  the  whole,  undertaken  by  fairly  competent  persons, 
we  should  infer  that  the  yield  of  such  undertakings  would  on 
the  average  exceed  that  of  safer  investments  by  an  amount 
HuflBcient  to  provide  adequate  remuneration  for  such  labour 
But  this  assumption  would,  I  think,  be  unwarrantable  as  regards 
any  actual  society ;  .since  ignorant,  rash  and  credulous  persons 
investing  in  novel  undertakings  are  commonly  believed  to  get, 
on  the  average,  considerably  less  interest  thao  if  they  had  lent 
their  capital  on  the  most  widely  esteemed  security — in  fact  will 
not  unfrequently  he  found  to  have  lost  capital  as  well  as  interest. 
At  any  rat^  we  may  say  that  the  rate  of  interest  on  newly 
borrowed  capital  which  was  generally  believed  to  be  as  secure 
as  possible,  would  at  any  given  time  be  nearly  uniform,  and — 
after  allowing  for  the  extra  price  of  special  safety — would 
represent  approximately  the  common  expectation  of  the  average 
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yield  of  all  capital  that  was  at  that  time  being  invested; 
supposing  that  there  was  no  general  expectation  of  a  permanent 
rise  or  fall  hereafter  in  the  rate  of  interest,  or  in  the  purchsusing 
power  of  money'.  It  is  then  with  the  rate  of  interest  so  under- 
stood, the  expected  average  yield  ou  freshly  invested  capital, 
that  we  are  now  primarily  concerned.  Of  course  in  the  case  of 
any  particular  individual  who  ia  not  an  employer  of  capital,  a 
fresh  investment  will  generally  be  effected  by  purchasing  some 
debt  already  contracted,  or  a  share  of  some  capital  already  in 
existence.  But  such  investments  are  mere  transfers  which 
disappear  when  we  are  considering  the  aggregate  of  individuals' 
capital ;  from  this  point  of  view  a  fresh  investment  on  which 
interest  is  paid  must  imply  either  the  contraction  of  a  new 
debt,  or  the  formation  by  a  joint-stock  company  of  new  real 
capital  in  addition  to  the  old,  the  value  of  this  latter  being 
assumed  to  be  kept  up. 

§  3.  Let  us  now  proceed  to  analyse  the  causes  which 
determine  the  rate  of  interest  as  above  defined.  It  will  be 
simpler  to  confine  our  consideration  in  the  first  instance  to 
borrowed  capital ;  and  afterwards  extend  our  view  to  include 
the  case  of  new  capita!  employed  by  its  owner.  Applying  mutatis 
mutuudis,  the  principles  laid  down  in  investigating  the  general 
theory  of  the  value  of  products,  we  may  assume  that  the  use  of 
capital  is  a  commodity  of  which  the  amount  demanded  will 
var}'  inversely  with  the  exchange  value,  so  long  as  the  causes  of 
the  demand  remain  unchanged.  So  far,  then,  as  we  may 
assume  the  amount  of  capital  seeking  employment  at  interest 
to  be  determined  independently  of  the  rate  of  interest,  the  price 
obtained  by  the  owner  for  the  use  of  his  capital  must  vary  with 
the  intensity  of  the  demand  for  it.      So  far,  however,  as  the 


'  If  either  the  rate  of  inteTeet  or  the  parofaasing  power  of  mone^r  were  gene- 
rally expected  to  rise  or  fall  in  the  future,  the  relations  of  the  rate  of  interest  on 
loQDB  of  money  with  perfect  aucority  to  the  expected  aTerage  yield  of  capital 
Would  become  more  com(>licated ;  gince  tlw  price  paid  Tor  the  um  of  money 
would  vary  with  the  length  of  lime  for  which  it  ia  horrowcd  ;  and  the  price  of 
laTestmcnts  expected  to  yield  a  high  profit  at  once  for  a  Hliort  time  would  vary 
oorrespomlingly  as  conii>ared  with  the  price  of  thoae  of  which  the  yield  was 
likely  to  remain  more  uniform  or  to  rise  hereafter.  But  since  it  would  seem 
that  no  aach  general  expoctatinn  has  ever  yet  influenced  ordinary  iuvcstorg,  it 
IB  hardly  worth  while  to  develop  these  more  complicated  rclatioua  in  detail, 
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supply  of  siioh  capital  varies  with  the  price  obtainable  for  the 
use  of  it,  the  determination  of  the  rate  of  interest  will  depend 
on  conditions  of  demand  and  supply  combined,  just  as  the 
normal  price  of  a  material  product  does.  Under  these  circura- 
fitances,  we  may  conveniently  begin  by  examining  first  the 
conditions  of  demand  for  capital, 

There  are  two  broadly  different  kinds  of  demand  for  loans; 
which  we  may  distinguish  as  Industrial  and  Non-industrial'. 
In  the  former  case  capital  is  borrowed  to  replace  itself  with  a 
profit  to  the  user,  and  will  therefore  continue  to  exist  in  the 
form — chiefly — of  improvements  of  land,  buildings,  machinery, 
raw  or  auxiliary  materials,  and  unsold  products,  tinished  or 
half-finished  But  the  money  of  A  may  also  be  borrowed  by  B 
merely  in  order  to  increase  his  expenditure;  in  which  case  the 
commodities  purchased  by  it  will  be  consumed  without  replace- 
ment ;  and  the  interest  that  B  subsef|uently  pays  to  A  will  be 
taken  out  of  his  share  of  the  produce   otherwise   obtained*. 

*  A  ease  intermediate  between  the  two  is  the  case  of  capital  borrowed  to 
prevent  the  rnin  through  temporary  pressaru  of  some  indiTidnal's  generaUy 
profitable  indnstry,  anil  the  consequent  dcsrtmction  of  gome  or  all  of  his  capital 
invested  in  the  industry.  This  case  resembles  industrial  borrowinR  in  bcin^ 
ftvoarable  to  the  production  of  the  community  taken  as  a  -whole;  but  it  is  rather 
to  be  clanscd  with  nou-induatrial  borrowing,  when  we  are  considering  the  general 
economic  laws  detenuining  the  rate  of  interest  that  such  borrowers  will  have  to 
pay. 

*  It  is  of  course  possible  that  the  interest  of  the  debt  thus  contracted  may  be 
from  the  first  paid  out  of  the  yield  of  some  kinil  of  capital,  which  for  some 
reason  or  other  the  debtor  does  not  wiah  to  sell.  In  this  case  the  payment  will 
for  some  purposes  bo  properly  regarded  not  as  an  addition  to  interest,  but  as  a 
mere  transfer  of  interest  from  the  borrower  to  the  lender.  But  the  difference  is 
not  important  for  oar  present  enquiry:  sinc«  the  loan  when  made  will  be  a  new 
investment  of  the  lender's  capital,  while  its  iutcretit  will  be  paid  from  the  yield 
of  an  old  investment  of  the  borrowers,  so  that  the  former  will  operate  in  deter- 
mining the  current  rate  of  interest  jaut  as  much  as  if  the  borrower  owned  no 
capital. 

The  dispute  whether  the  debts  contracted  by  individuals,  or  by  the  govern- 
ment of  a  community  bo  far  as  it  borrows  from  its  subjects, — in  excess  of  any 
capital  that  the  burrowtur  may  own — constitute  an  addition  to  the  whole  aggregate 
of  (individaals')  capital  in  the  community  that  includes  both  borrowers  and 
leaders,  turns  on  a  merely  formal — if  not  exactly  a  verbal — poiut.  If  we  allow 
the  conception  of  negative  quantity  to  be  applied  to  capital,  we  may  legitimately 
say  that  a  borrower  without  (poRitive)  capital  who  is  under  the  obligation  of 
paying  interext  on  a  debt  owns  an  amount  of  negative  capital  equal  to  the  value 
of  the  debt  to  the  lender  ;  and  thurerore  that  the  aggregate  capital  of  the  two  is 
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Loans  of  tbis  latter  kind  do  not  increase  social  capital ;  but 
they  absorb  the  savings  of  the  lenders  no  less  than  loans  for 
productive  purposes,  and  therefore  the  demand  for  them 
operates  in  determining  the  rat«  of  interest  at  any  particular 
time,  just  as  much  as  the  industrial  demand.  And  it  is  con- 
ceivable that  borrowed  wealth  might  be  chiefly  used  un- 
productively — to  meet  temporary  deficits  of  income  or  occasions 
of  exceptional  expenditure,  or  by  persons  living  habitually 
beyond  their  means, — the  wealth  used  in  production  being 
almost  exclusively  employed  by  its  owners.  In  such  circum- 
stances there  vfould  be  no  advantage  in  investigating  the  con- 
ditions of  the  demand  and  supply  of  capital  separately :  as  the 
rate  of  interest  would  simply  express  the  average  estimate  formed 
in  the  community  of  the  comparative  advantages  of  present  and 
future  enjoyment  of  wealth,  But  in  a  thrifty  and  progressive 
community,  in  au  advanced  stage  of  industrial  development, 
the  borrowing  of  producers  with  a  view  to  profit — including 
under  this  term  the  formation  of  joint-stock  compauies  in  which 
tho  public  invest — is  much  more  extensive  than  the  borrowing 


not  augmented  by  the  transaction.  If,  ho\¥ev«r,  this  coac^ptioc  is  rejected  as 
too  unfamiliar,  wo  must  certainly  admit  tliat  the  cnpital  of  the  oommunity — in 
tho  ■iense  of  '  aggregate  capital  of  individual  members  of  the  community' — is  in- 
creased by  the  kind  of  Iuuub  that  we  are  oonsidering;  only  wo  must  add  that 
Ruch  increase  involvea  a  correeponding  prospect  of  dimiuished  income  to  Bome 
other  members  of  the  same  comiiinnity. 

It  should  be  observed,  however,  that  among  the  debts  which  form  part  of  the 
capital  of  individuals,  that  part  of  the  medium  of  exchange  which  cotiKiNts  of  the 
obligationH  of  bankers  to  pay  coin  on  demand,  occupies  a  peculiar  position. 
So  far  OS  this  money  is  used  not  in  mediating  the  transfer  of  commodities  to  the 
oonBumor,  but  in  the  bnaiuess  of  produetion — so  far,  that  is,  as  the  current 
account  of  a  man  of  business  is  kept  for  the  purposes  of  his  basineas — it  would 
ordinarily  be  iuclnded  in  on  estimate  of  his  wealth  employed  in  production,  no 
less  than  the  coin  that  he  requires  for  similar  purposes ;  at  the  same  time,  so  far  as 
no  interest  is  paid  by  the  banker  on  these  onrrent  nceoants,  he  receives  without 
deduction  the  interest  of  the  investments  which  this  acceptance  of  his  obliRations 
aa  money  has  enabled  him  to  make.  Thus  the  nominal  amount  of  capital  on 
which  interest  is  paid  or  earned  is  undoubtedly  increased  by  tho  creation  of  this 
medium  of  exchange:  and  this  increase  ia  not  balanced, — as  it  ia  in  the  ease 
(just  discussed)  of  ordinary  debts — by  a  correspondingly  diminished  prospect  of 
income  to  the  banker.  But,  as  has  already  been  said,  the  interest  received  by 
the  hunker  is,  from  our  present  point  of  view,  to  be  regarded  as  really  the  price 
paid  by  society  for  the  labour  of  himself  and  his  servants;  except  so  far  as  it  is 
inteieat  on  his  own  capital 


Chap.  VI.] 


INTEREST. 


267 


for  expenditure :  and  since  the  amount  of  the  latter  borrowing 
is  actually  to  a  large  extent  fixed  independently  of  the  rate  of 
interest',  we  may  without  material  error  consider  this  kind  of 
demand  to  affect  the  rate  of  interest  merely  by  absorbing  a 
portion  of  the  savings  continually  acnimulatoil,  and  so  diminish- 
iug  the  supply  of  capital  available  for  industrial  ii.ses. 

Under  the  general  notion  of  'non-industrial  borrowing*  we 
must  include  the  hiring  or  renting  of  the  durable  wealth  which 
we  Lave  previously  distinguished  as  Consumers'  Capital ;  of 
which  private  dwelling-houses  may  be  taken  as  a  principal 
example.  The  proportion  of  the  price  paid  for  the  use  of  such 
things  to  their  selling  value  will  tend  to  vary  with  variations 
in  i\w  rate  of  interest — including,  of  course,  besid&s  interest 
proper,  adequate  compensation  for  gradual  deterioration  ; — and 
the  increased  need  of  such  article.s  which  accompanies  the  grow^th 
of  wealth  and  population  in  a  community  will  absorb  a  certain 
portion  of  savings  which  would  otherwise  have  been  invested  in 
industry.  The  amount  thus  absurhed  will  tend  cetenji  jmnbtis 
to  be  somewhat  greater  when  interest  is  low  than  when  it  is 
high ;  thus  (e.g.)  a  low  rate  of  interest  will  give  a  certain 
inducement  to  build  more  houses  and  to  build  them  more 
durably.  This  will  be  trucj  to  some  extent,  of  the  consutners' 
capital  that  is  owned  by  the  user,  no  leas  than  of  that  which  is 
hired :  in  cither  case  such  wealth  is  a  form  of  investment  of 
savings  which,  so  far  as  it  is  managed  economically,  must  be 
affected  by  changes  in  the  yield  of  investments  generally.  But 
the  economic  comparison  of  pre.'^ent  to  future  utilities,  made  by- 
purchasers  of  such  durable  wealth  for  personal  use,  has  not 
commonly  the  exactness  of  commercial  calculations :  and  on 
the  whole  the  changes  in  extent  of  demand  for  increased  con- 
sumers' capital  that  would  result  from  changes  in  the  rate  of 
interest  are  probably  not  great  in  proportion  to  the  whole 
demand ;  so  that  the  rate  of  interest  on  capital  held  in  this 
form,  in  a  modern  industrial  society,  may  be  regarded  as  mainly 
determined  by  the  relations  of  supply  and  demand  of  capital 
industrially  invested,  no  less  than  the  rate  on  loans  of  money 
for  unproductive  expenditure. 

'  The  borrowing  of  govonimenls  for  wars  and  other  emergpncies  i*  generally 
thuB  fixed:  aud  uuch  of  the  borrowing  of  individuals  for  unproductive  cxp«ndi- 
tar«  would  be  unaffected  by  any  moderate  obanges  in  the  rate  of  interest. 
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§  4.  T  pass,  therefore,  to  examine  the  nature  and  opera- 
tion of  the  industrial  demand  for  capital  in  any  community. 
This  demand,  so  far  aa  it  leads  to  the  actual  payment  of 
interest,  ia  the  demand  of  persona  wishing  to  employ  the 
capital  of  others.  But  its  ulterior  cause  lies  in  the  existence, 
and  recognition  by  such  persons,  of  unoccupied  opportunities 
for  profitably  employing  capital  in  industry:  and  a  portion  of 
the  aggregate  of  such  opportunities  is  continually  turned  to 
account  by  the  savings  of  capitalists  who  arc  themselves  in 
business,  and  employ  their  own  new  capital.  It  will  therefore 
be  proper  to  include  this  portion  in  a  general  view  of  the  %vhole 
industrial  demand  ;  and  for  similar  reasons  we  must  now  include 
the  savings  employed  by  their  owners,  in  our  view  of  the  whole 
supply  ofifercd  at  any  time  to  meet  the  industrial  demand.  It 
should  be  observed,  however,  that  the  actual  employment  of 
capital  in  industry  is  likely  to  be  somewhat  different,  according 
as  the  employer  is  or  is  not  also  the  owner.  Employers  may 
sometimes  invest  their  own  savings  when  they  would  not 
borrow:  either  because  they  are  reluctant  to  incur  the  relatively 
more  serious  loss  of  income  that  would  result  from  borrowing  if 
the  investment  failed ;  or  because,  if  they  can  only  borrow  on 
personal  security,  they  may  be  unable  to  obtain  a  loan  except 
at  a  rate  too  high  to  leave  them  an  adequate  remuneration 
for  the  trouble  of  managing  the  borrowed  capital.  On  the 
other  hand,  the  field  at  upjMirentlx/  profitable  employment  tends 
in  one  way  to  become  greater  the  more  the  capital  is  borrowed  ; 
since  enterprising  employers  and  promoters  of  companies  will — 
without  any  bad  faith — be  often  more  inclined  to  run  risks 
with  other  people's  money  than  they  would  be  with  their  own. 
And  perhaps,  in  a  broad  view  of  the  detennination  of  interest 
we  may  neglect  these  opposite  teudenciesj  and  consider  the 
field  of  employment  of  savings  as  independent  of  the  ownership 
of  the  savings. 

We  must  now  determine  .somewhat  more  precisely  the 
relation  between  the  supply  of  capital  and  the  field  of  employ- 
ment. In  the  first  place  we  cannot  properly  consider  the 
whole  addition  to  the  stock  of  capital  made  within  any  given 
time  to  operate  as  a  new  investment,  in  detennining  the 
current  rate  of  interest ;  but  only  that  part  of  it  with  regard 

which   the   invf  '     '-   choice  was  perfectly   free    and   un- 
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fettered.  That  is,  wo  roust  exclude  all  the  capital  that  is 
from  time  to  time  reijuired  for  the  completioa  of  iudustrial 
undertakings  already  begun,  su  far  as  such  completion  is 
necessary  to  prevent  the  loss  or  diminution  of  the  yield  expected 
on  what  has  already  been  invested.  On  the  other  hand,  we 
must,  fur  a  similar  reason,  include  that  purtiun  of  the  capital 
already  invested  in  any  business,  which  its  employer  could 
withdraw  without  affecting  the  productiveness  of  the  remainder: 
since  such  capital  is  uiauifestly  just  as  available  for  fresh 
investment  aa  capital  newly  produced.  We  may  perhaps  desig- 
nate what  we  have  in  view  by  speaking  of  the  portion  of  capital 
— old  as  well  as  new — that  is  'fluid'  or  'floating'  at  any  given 
time.  The  portion  of  what  is  already  invested  to  which  this 
terra  can  be  applied  may  be  very  diflferent  at  different  tunes  in 
the  same  business ;  and  the  average  proportion  of  floating  to 
non-floating  capital  varies  very  much  in  different  branches  of 
industry ;  such  variations  depending  partly  on  the  different 
lengths  of  time  for  which  capital  is  invested,  partly  on  the 
extent  to  which  it  exists  in  a  form  adapted  solely  for  the  use  of 
the  particular  industry  in  which  it  is  actually  employed,  or  is 
available  for  one  or  other  of  the  new  opportunities  for  invest- 
ment that  present  themselves'.  It  should  be  observed  that 
there  is  no  clearly  marked  separation  between  "  floating "  and 
"non-floating:  "  that  is,  the  loss  that  would  be  incurred  by  the 
removal  of  non-floating  capital  from  a  bu.siness  is  different  for 
different  portions ;  and,  in  fact,  may  vary  from  zero  upwards  to 


'  The  diatinction  drawn  in  tiie  text  between  "floating"  and  "nou-floatiiig" 
capital  apiKars  to  me  to  require  to  be  substitated,  in  iliis  and  gimilar  diacoaaions, 
for  the  received  antithesis  of  "fixed"  and  "circulating"  capital.  I  do  not  deny 
the  importance  of  the  difference — which  these  latter  terms  uxprcsa — between 
inBtrumenta  that  aid  in  making  many  sueoeBaive  producta  of  the  same  kind, 
and  inaterials  that  are  apeni  in  making  a  aingle  product  and  of  which  therefore 
the  coat  haa  to  bo  repaid  from  the  price  of  that  one.  But  for  our  prcaunt 
pntpoMS  ibia  ia  not  the  distinction  required.  Capital  in  this  acnao  "fixed" 
may  easily  have,  in  a  given  case,  the  quality  that  I  have  expressed  by 
"floatinR" ;  buildings,  for  inatanoe,  may  be  transferable  without  loss  from  a 
lesa  to  a  more  profitable  businesa:  whereiu  muterials  may  be  non-tranaferable, 
aa  they  may  be  only  uaeful  for  making  a  particular  apedea  of  product — nor  can  it 
be  said  that  when  one  set  of  materiala  haa  been  extaanated  another  need  not  be 
purchased ;  aince  the  purchaae  may  be  neoesaary  to  utilise  capital  fixed  in 
machines,  Sio. 
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the  whole  value  of  the  capital.  Hence  any  rise  in  the  rate  of 
interest,  caused  by  an  increase  of  opportunities  of  new  profitable 
investment  would  ceteris  paribus  tend  to  increase  the  amount 
of  capital  that  it  would  be  on  the  whole  profitable  to  withdraw 
from  old  investments;  and  this  increase  of  supply  would  tend 
somewhat  to  check  the  rise.  Still  it  is  only  the  supply  of 
capital  actually  floating  that  can  be  regarded  as  directly 
operative  in  determining  the  rate  of  interest. 

Let  us  considerj  then,  that  at  any  given  time  there  is  a 
quantum  of  floating  capital,  of  which — in  the  sense  before 
explained — the  rate  of  interest  tends  to  be  the  same ;  and 
that  the  industrial  demand  for  thi.s  is  furnished  by  the  whole 
aggreg^ate  of  recognised  opportunities  for  employing  it  profitably, 
that,  at  any  given  time,  the  existing  aggregate  of  non-floating 
capital  leaves  open^which  we  may  call  the  effective  field  of 
employment.  The  manner  and  degree  in  which  this  field  tends 
to  be  extended  or  reduced,  as  the  rate  of  interest  falls  or  rises, 
will  vary,  of  course,  with  the  state  of  the  industrial  arts. 
But  it  is  obvious  that  when  interest  is  low,  other  things 
being  the  same,  the  cultivator  hiis  an  inducement  to  employ 
more  instruments  in  proportion  to  hia  labourers;  the  trader 
can  afford  to  hohl  stocks  of  goods  for  a  longer  time ;  and 
there  are  more  profitable  openings  for  new  Hues  of  railway  and 
other  investnieuta  involving  large  outlay  for  distant  returns. 
Similarly,  if  we  suppose  the  amount  of  capital  seeking  industrial 
employment  to  increase,  while  the  recognised  modes  of  em- 
ploying it  profitably  remain  unchanged,  we  may  infer  that  the 
rate  of  interest  tends  to  fall,  until  it  reaches  tVie  point  at 
which  it  will  seem  just  worth  the  employers'  while  to  use  the 
additional  increment  of  capital.  In  this  way  the  rate  of 
interest  on  floating  capita)  generally  will  tend  to  be  equal  to 
the  ratio  borne  to  the  last  increment  of  such  capital  by  the 
amount  of  average  additional  wealth  expected  to  be  obtained 
by  employing  it,  allowing  for  the  varying  interval  that  may 
elapse  before  the  produce  is  obtained,  and  subtracting  what  we 
may  call  the  'employer's  fee';  i.e.  the  portion  of  produce  that 
the  employers  of  capital  will  retain  as  their  remuneration  for 
the  labour  of  management, — -the  competitive  determination  of 
which   we    will   consider   more    particularly    in   a    subsequent 
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chapter*.  The  general  fanction  of  capital  employed  in  in- 
dustry— as  we  have  before  seen — is  to  enable  the  ultimate 
net  produce  of  labour  to  be  increased  by  processes  which 
postpone  the  time  of  obtaining  it :  but  the  opportunities  for 
effecting  this  result  profitably  will  of  course  vary  indefinitely, 
with  the  natural  resources  of  the  country,  its  stage  of  economic 
development,  the  density  of  its  population,  and  other  causes: — 
indeed  there  is  no  one  of  the  conditions  of  production  analysed 
in  a  previous  chapter'  which  may  not  exercise  some  influence  on 
them.  An  obvious  and  striking  cause  of  an  ample  field  of 
employment  is  found  in  the  natural  resources  of  a  territory, 
thinly  colonized  by  an  advanced  industrial  population,  where 
the  amount  of  capital  already  invested  is  proportionally  small. 
But  in  considering  this  cause  we  must  avoid  the  mistake  of 
supposing — what  the  metaphor  in  our  term  'field'  perhaps 
suggests — that  each  new  investment  of  capital  tends,  in  pro- 
portion to  its  amount,  to  diminish  the  remaining  field:  no 
doubt  it  has  this  effect  so  far  as  it  occupies  a  particular 
opportunity;  but  it  may  easily  operate  to  a  considerable 
extent  the  other  way,  by  creating  new  opportunities.  For 
instance,  in  the  present  state  of  industry,  after  a  certain 
amount  of  capital — mainly  agricultural — has  been  invested  in 
a  new  country,  it  becomes  profitable  for  the  first  time  to  invest 
further  capital  in  a  railway;  and  then,  the  railway  being 
made,  further  investments  of  agricultural  capital  become  pro- 
fitable, which  were  not  so  before.  Similarly,  when  agriculture 
has  developed  to  a  certain  extent,  extensive  employment  of 
capital  in  manufactures  becomes  profitable,  then,  in  conse- 
quence, further  developments  of  agriculture,  and  so  forth. 

But  {^ain,  supposing  that  the  available  natural  resources — 
as  at  present  understood — were  fully  turned  to  account,  and  that 
population  did  not  increase,  the  field  of  employment,  as  recent 
experience  has  shown,  might  be  enlarged'  indefinitely  by 
the  progress  of  Invention,  opening  out  new  ways  of  obtaining 

1  See  ch.  ix.  §  8. 

*  Book  I.  ch.  iii. 

»  It  shonld  be  obaerred  that  I  speak  of  the  field  of  employment  as  "enlarged," 
when  there  is  room  for  more  capital  than  before  at  the  same  rate  of  profit-, 
not  when  more  is  employed  at  a  lower  rate. 
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economic  gaiu  by  expendiog  labour  for  remote  results.     While, 
again,  if  we    suppose   that   the   arts   of  iuvention — including 
under  this  terra  the  discovery  of  new  lines  of  trade,  and  anj 
other  modes  of  improving   the  whole  system   of  Cf>operation 
through  exchange — remain  stationary  ;  and  also  that  the  habits 
and  faculties  of  the  working  part  of  the  population,  so  far  as 
these  aie  important  in  production,  undergo  no  material  change  ; 
the  industrial  demand  for  new  capital  at  the  existing  rate  of 
interest  could  only  be  kept  up  by  increase  of  population.     If 
this  increase  did  not  itself  tend  to  alter  the  average  efficiency  of 
labour,  or  the  share  of  the  produce  of  labour  that  the  employer 
of  floating  capital  is  able  to  secure,  there  would  obviously  be  a 
demand  of  uniform  intensity,  so  long  as  other  conditions  of 
production  remained  stationary,  for  an  increase  of  capital  pro- 
portioned to  the  increase  of  population.     But,  as  I  have  before 
argued",  in   a  country  so   thickly  populated  as  England  each 
increment   of  capital   accompanying   and   proportioned   to  an 
increment  of  population  would  tend  to  be  somewhat  less  pro- 
ductive  to  its  employers  than  the  preceding  increment,  and 
therefore  to  yield  a  somewhat  lower  rate  of  interest — apart  from 
improvements  in  production  due  to  other  causes — :  since  the 
economic   loss   through   diminished    proportional   return    from 
certain  kinds  of  labour  must  be  taken  to  outweigh  the  economic 
gain  from  increased  facilities  for  cooperation ;  which,  moreover, 
would  be  partly  appropriated  by  the  owners  of  land  and  other 
capital  so  invested  as  to  be  partially  exempt  from  the  deprecia- 
tive  effects  of  fresh  competition.     On  the  other  hand  in  the 
societies  economically  the  most  advanced,  improvement  in  the 
arts  of  industry  is  actually  progressing  continuously  and  rapidly; 
and  the  new  inventions  that  are  continually  made,  including 
the  extensions  of  international  trade,  are  mostly  of  such  a  kind 
as  to  enlarge  the  field  of  employment  for  capital.     It  is  not 
easy  to  ascertain  the   balance  of  these  conflicting  tendencies 
in  any  given  country  at  any  particular  lime ;  still  less  can  we 
prefiict  with  any  definiteness  their  probable  operation  in  the 
future ;  especially  since,  as  I  have  before  said,  the  progress  of 
invention  may  conceivably  take  a  decided  turn  in  the  direction 
adverse  to  the  employment  of  capital 

^  Book  t.  oh.  Ti.  §  S.    See  also  the  next  ohapter  §  2. 
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§  5.  In  investigating  the  factors  of  the  demand  for  capital 
in  any  country,  it  has  not  been  necessaiy  to  consider  the 
diflfereut  fields  of  employment  for  capital  furnished  by  different 
countries.  But  when  we  pass  to  study  the  conditions  of 
Supply,  the  case  is  diflferent ;  since  the  attraction  exercised  on 
capital  by  foreign  fields  of  employment  is,  in  aa  economically 
advanced  country  like  England,  one  of  the  most  powerful  causes 
of  variation  in  the  supply  for  home  iiivestmeut.  In  the  present 
state  of  the  maeliiuery  of  coiumuiiication  auil  iuteruational 
exchange,  the  most  enormous  masses  of  capital  can  be  trans- 
ferred with  the  greatest  facility  from  one  country  to  another : 
and  it  is  quite  conceivable  that  this  mobility  of  capital  may 
before  long  reach  a  point  at  which  the  rate  of  interest  will  be 
approximately  the  same  iu  all  civilized  countries,  for  equally 
safe  iuvostmeuts ;  so  that  the  whole  civilized  world  will 
admit  of  being  regarded  as  one  community,  for  the  purposes  of 
the  present  investigation.  And  we  may  conveniently  begin 
by  supposing  that  this  consummation  has  been  attained ; 
and  accordingly  examine  the  conditions  of  supply  of  capital 
in  an  isolated  region,  out  of  which  issues  uo  overtlow  of 
wealth  for  foreign  investment,  while  over  the  whole  range 
of  it  money  can  be  borrowed  at  the  same  rate  of  interest  on 
equally  good  security. 

The  investigation,  thus  defined,  is  one  which  we  have  already 
had  occasion  to  make  iu  exanuuing  the  Laws  of  Produc- 
tion', We  then  saw  that  the  conditions  of  more  or  less  rapid  ac- 
cumulation of  capital  are  extremely  complex.  In  the  first  place, 
the  amount  that  may  be  saved  by  any  community  within 
any  given  period  tends  to  be  increased,  cetei'is  paribus,  by  any 
cause  that  increases  the  real  iuettme  of  the  community  during 
that  jHiriod ;  that  is,  by  anything  that  increases  tlie  proportion 
of  the  number  of  effective  workers  to  the  whole  population, 
or  the  average  productiveness  of  their  labour.  Secondly,  the 
proportion  that  is  actually  saved  of  the  whole  amount  avail- 
able for  saving  tends  to  be  affected  by  any  variation  in  the  degree 
of  foresight  and  self-control,  of  capacity  for  being  influenced  by 
remote  pleasures  and  pains  as  compared  with  those  near  at  hand, 
possessed  by  average  members  of  the  community ;  or,  again,  in 
>  Sm  Book  I.  c.  vi.  8  4. 
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the  habits  and  sentiments  that  move  men  to  provide  for  pos- 
terity ;  and,  further,  so  far  as  men  save  (as  many  in  the  wealthier 
classes  would  seem  to  do)  not  for  any  definite  end  but  because 
their  income  is  larger  than  is  needed  to  defray  their  habitual 
expenditure,  any  material  change  in  the  various  habits  of 
luxurious  consumption  prevailing  in  different  classes  is  likely 
to  aflfect  saving  materially.  It  did  not  seem  possible  definitely 
to  measure  tbe  corabiued  effect  of  these  and  other  causes;  but  we 
may,  1  think,  assume,  on  the  one  hand,  that  ceteris  paribus 
saving  will  increase  or  decrease  in  amount,  aa  the  rate  of 
interest  lises  or  falls;  and,  on  the  other  hand  that  the  amount 
of  effect  thus  produced  within  a  short  period  is  not  likely  to  be 
great  in  comparison  with  the  whole  amount  of  floating  capital ; 
so  that  there  will  be  no  material  eiTor  in  taking  the  rate  of 
interest  during  any  such  short  period  to  be  determined  entirely 
by  the  demand  for  capital.  But  when  we  consider  the  deter- 
mination of  the  average  rate  of  interest  over  a  considerable  space 
of  time,  it  is  clear  that  the  effect  produced  on  saving  by  changes 
in  the  rate  of  interest  will  tend  to  give  this  average  rate  a 
steadiness  which  it  would  not  otherwise  possess :  since  any  rise 
in  the  rate  of  interest,  due  to  a  change  in  the  conditions  of  de- 
mand, has  a  certain  tendency  to  bring  about  a  subsequent  fall 
through  the  increase  in  the  supply  of  capital  which  it  causes ; 
and  similarly  any  fall  in  the  rate  has  a  certain  tendency 
to  cause  a  subsequent  rise'.  This  compensatory  or  equilibratory 
action  of  changes  in  the  rate  of  interest  may  be  assumed  to 
become  more  powerful,  in  either  direction,  as  the  changes  them- 
selves increase  in  magnitude  ;  and  it  is  probable  that,  actually, 
in  every  existing  community  there  is  a  point  considerably  above 
zero  below  which  the  rate  of  interest  could  not  long  remain 
without  some  great  change  in  the  intellectual,  moral,  or 
economic  condition  of  the  community,  as  well  as  a  higher 
point  above  which  it  could  not  permanently  rise,  unless  we 
suppose  a  development  of  the  arts  of  industry  quite  beyond 
precedent.  Where,  however,  these  points  will  be  we  have  no 
means  of  determining   a  priori;    and  I  may  add  that  I  am 

'  It  may  be  observed  tliat  esperieiice  sbowa  anatber  way  in  which  a  fall  in 
the  rate  of  interest  tends  to  bring  about  a  aubaeqaent  rise:  i.e.  by  leading  to 
rash  spemilatioDS,  which  result  in  a  destruction  of  capital. 
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aware  of  no  adequate  empirical  reason  for  supposing  with  Mill, 
Cairues  and  others,  that  the  rate  of  interest  in  England  at 
the  present  day  is  very  near  the  minimum  point. 

Wc  have  thus  obtained  a  general  view  of  the  manner  in 
which  interest  would  be  determined  in  au  isolated  region,  over 
the  whole  of  which  the  rate  was  (with  the  qualifications  before 
given)  approximately  uniform.  Actually,  however,  we  find  ma- 
terial differences  in  the  rates  of  interest  maintained  iu  different 
regions ;  even  where  an  uninterrupted  trade  renders  it  easy  to 
transfer  capital  from  any  one  of  these  regions  to  any  other. 
The  explanation  of  these  differences  is  threefold.  First,  the 
general  security  of  capital  in  some  countries,  owing  to  inferiority 
in  political  organization  or  other  causes,  may  be  materially  loss, 
even  for  their  inhabitants,  than  that  maintained  in  others. 
Secondly,  there  is  a  certain  extra  risk  incurred  by  investing 
in  a  distant  region,  owing  to  the  greater  diflBculty  of  ascer- 
taining and  estimating  the  dangers  that  from  time  to  time  may 
threaten  the  yield  of  any  particular  investment,  and  in  taking 
measures  to  ward  them  off.  Thirdly,  there  seems  to  be  a 
general  tendency  in  the  members  of  any  society  to  estimate 
the  risk  of  investments  in  a  foreign  country  more  highly,  ceteris 
paribus,  than  that  of  home  investments ;  owing  to  their  greater 
confidence  either  iu  the  morality  or  in  the  good  fortune  of  their 
own  community.  The  extent  to  which  each  of  these  causes  will 
operate,  as  between  different  countries  at  different  times,  will 
of  course,  vary  indefinitely.  We  can  only  lay  down  as  a  general 
rule,  that  the  yield  of  capital  in  any  one  country  (A)  does  not 
tend  to  differ  from  the  yield  of  capital  in  any  other  country  (B) 
which  is  iu  permanent  commercial  relations  with  the  former, 
by  an  amount  more  than  suflBcient  to  compensate  for  the  extra 
risk  of  investments  in  B  to  the  inhabitants  of  A,  as  estimated 
by  the  latter.  Thus  any  new  cause  that  operates  primarily  to 
increase  the  supply  of  capital,  and  conscipicntly  to  lower  the 
rate  of  interest,  in  A,  tends  to  have  its  effect  extended  over  the 
whole  aggregate  of  countries  with  which  A  is  in  commercial 
relations ;  the  intensity  of  the  effect  being,  of  course,  diminished 
in  proportion  to  the  extension  of  its  range'. 

'  It  may  be  said  that  the  interest  received  by  members  of  any  one  commaoity 
on  capital  employed  by  the  mombeis  of  any  other,  ought  not  strictly  spcsaking  to 
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§  6.  So  far  we  have  considered  interest  as  the  share  of 
produce  expected  by  the  capitalist  as  such ;  since  it  is  the 
expectation  of  profit  that  detcmiiues  the  action  of  borrowers 
and  investors;  and  not,  except  indirectly,  the  profit  that  has 
been  earned.  If  now  it  is  asked  how  far  the  actual  average 
yield  of  uewly  invested  capital  is  found  to  coincide  in  the  long 
run  with  the  expected  yield,  no  precise  answer  can,  1  conceive, 
be  given.  Indeed,  even  if  we  could  obtain  accurate  statistics 
as  to  the  interest  actually  received,  it  would  still  be  impossible 
to  say  exactly  how  much  was  expected ;  since  no  investment 
is  thought  to  be  absolutely  secure;  and  if  there  were  any  such, 
its  price,  for  reasons  before  given,  would  probably  exceed  that 
of  the  less  secure  by  more  than  adequate  compensation  for  risk  : 
go  that  there  is  no  means  of  measuring  precisely  the  amount  of 
riak  eommuuly  recognised  in  those  esteemed  tolerably  safe.     We 

be  moluded  when  we  are  discassiag  how  the  aggregate  produce  of  the  indastry 
of  the  first  conmiunity  is  distributed.  But  tbera  arc  two  roaeons  for  not  leaving 
it  out  of  aoconnt  in  fiucb  a  diHCuesion.  In  the  first  place  even  if  tlila  intcreat 
were  merely  to  be  regarded  as  ao  much  additioual  income  for  certain  capitalists, 
the  traoHmission  and  cousumption  of  which  did  not  directly  affect  the  shares 
received  b,v  other  members  of  the  commuDity,  it  would  »ti\l  teud  to  afleot  the 
latter  indirectly :  since  the  mere  possession  of  this  extra  income,  from  whatever 
source  derived,  tends  to  give  its  possessors  and  their  children  certain  advantages 
in  the  competition  that  detenninea  the  relative  rewards  of  the  higher  kitida 
of  labour — as  will  be  hereafter  cxplaiued  (Ch.  is.).  But,  secondly,  siace  this 
"  tribute,"  if  it  may  bo  so  called,  of  interest  is  actually  paid  by  tranijmilliiig 
the  produce  of  the  oonatry  in  which  the  capital  i»  iavestgd,  its  payiiieat  has  a 
direct  eSeot  on  the  whole  foreign  trade  both  of  the  country  that  sends  and  of 
the  coimtry  that  receives  it.  The  exact  natiire  and  extent  of  thia  effect  depend 
ujion  the  particular  conditions  of  supply  and  demand  of  tlie  wares  in  wliich  the 
trade  is  curried  on :  hut,  iu  most  cases,  it  will  be  beneficial  to  all  the  inhabitants 
of  the  countrj"  receiving  the  tribute,  bo  far  as  they  are  oonsumerg  of  impuris: 
since  the  necessity  of  selling  the  commodities  in  which  the  tribute  is  paid,  in 
the  markets  of  the  receiving  country,  will  tend  to  establish  the  equation  of 
international  demand  at  a  rate  more  favourable  to  the  latter  thau  would  other- 
wiae  be  the  case.  This  ohoapenlog  of  imports  moy  of  course  be  detrimental  to 
certain  producers  in  the  importing  country;  just  as  any  improvement  in  in- 
dustrial processes  is  liable  to  be  detrimental  to  some  possessors  of  previously 
invested  capital  and  acquired  skill. 

These  effects  are  of  course,  for  the  moat  part,  indifferent  to  the  oapitaliat 
himself,  who  may  verj-  likely  not  conauuie  any  portion  of  the  commodities  in 
which  bis  interest  is  paid;  and  who,  if  bis  capital  has  been  lent  at  a  fixed  rate 
of  interest,  only  feels  the  effects  of  changes  in  trade  so  far  an  the  fluctuations  of 
the  exchanges  alter  the  value  of  the  foreign  money  relatively  to  that  of  his  own 
oouDtry. 
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can  only  say  that  we  have  no  positive  grounds  for  supposing  that 
the  average  actual  yielil  of  capital  already  investoii  tends  in  the 
long  nin  to  differ  materially  from  the  yield  expected  at  the  time 
of  investment.  Since,  however,  the  yield  expected  during  the 
first  years  after  investment  includes,  in  most  cases,  a  more 
or  less  considerable  compensation  for  risk,  it  follows  that  the 
actual  average  yield  on  investments  made  some  time  ago  will 
tend  to  decrease  year  by  year,  as  the  date  of  original  investment 
recedes  into  the  past.  An  important  part  of  this  decrease,  in 
the  case  of  capital  invested  in  industrial  instruments,  is  due  to 
depreciation  through  the  progress  of  invention  ;  in  consequence 
of  which  the  y\e\<\  of  such  investments — provided  that  they  are 
completely  exposed  to  comjx'tition — tends  to  be  equal  to  interest 
at  the  current  rate  (allowing  for  risk)  not  on  the  sum  originally 
invested,  but  on  the  present  cost  of  producing  instruments 
equally  useful ;  which  may,  of  course,  be  indefinitely  less  than 
the  cost  of  the  original  investment. 

There  is,  however,  an  important  part  of  the  capital  of  in- 
dividuals previously  invested  at  any  given  time,  which  enjoys  a 
total  or  partial  exemption  from  the  depreciative  effects  of  com- 
petition ;  being  so  invested  as  to  give  the  employer  who  uses  it, 
independently  of  his  own  skill  and  foresight,  advantages  in  pro- 
duction unattainable  by  other  employers — advantages  especially 
marked  in  a  community  increasing  in  numbers  and  wealth. 
In  this  case  there  is  no  reason  why  its  owner  should  nut  obtain 
from  it  a  yield  considerably  above  what  interest  on  the  original 
outlay  would  amount  to.  The  most  conspicuous  case  of  this 
is  that  of  capital  invested  in  land.  The  share  of  produce 
obtained  by  the  laud  owner  as  such — called  by  the  special  name 
of  Rent, — has  attracted  the  special  attention  of  economists ;  it 
will  therefore  be  well  to  devote  a  separate  chapter  to  the 
examination  of  its  distinctive  characteristics ; — especially  since, 
so  far  as  the  value  of  the  land  is  not  the  re.sult  of  labour,  it  is 
only  "  capital"  for  the  individual,  and  not  "social  capital"  as 
we  defined  the  term  in  £ook  I. 
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§  1.  The  theory  of  value  given  in  Chap.  ii.  was  expressly 
limited  to  material  products,  because  in  the  case  of  these  our 
main  attention  is  necessarily  given  tn  analysing  the  combined 
action  of  Cost  of  Production  and  Demand,  But  even  as  thus 
limited,  our  investigation  led  us  to  notice  cases  where  cost  of 
protluction  ceases  to  have  any  influence  on  the  variations  of 
value;  where,  accordingly,  value  is  determined  more  simply 
by  the  relation  of  demand  to  quantity, — quantity  beiog  either 
(1)  given  independently  of  the  price,  or  (2)  tending  to  increase 
somewhat  as  the  price  rises  with  the  demand,  so  as  partly  to 
counteract  the  changes  caused  by  variations  in  the  scale  of  de- 
mand. And  it  is  evident  that  these  simpler  modes  of  determina- 
tion will  be  generally  applicable  to  cummodities — if  there  be 
such — that  are  not  products  of  labour  at  all.  But  where  are  we 
to  look  for  such  commodities?  for  what  we  call  "raw"  materials, 
in  even  their  rawest  condition,  almost  always  require  a  not  incon- 
siderable amount  of  labour,  spent  either  in  somehow  promoting 
or  protecting  natural  growth,  or  in  extraction  or  detachment 
(of  stone,  wood,  &c.),  or  in  seai-chiug  or  hunting  and  capturing, 
or  at  any  rat«  in  collection  and  conveyance,  In  short  we  are 
carried  back,  in  our  search  for  an  ultimate  raw  material  among 
the  important  articles  of  current  exchange,  to  Land:  i.e. to  such 
parts  of  the  earth's  surface  as,  together  with  the  minerals  below 
the  surface,  have  a  market  value,  as  the  imlispcnsable  primary 
material  or  instrument  of  tho  kinds  of  labour  just  mentioned. 
And,  in  fact,  the  share  of  the  produce  that  falls  to  landowners 
as  such  has,  by  EugUsh  economists  generally,  been  treated  as 
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fundamentally  distinct  from  Interest  and  Wages ;  as  being  neither 
remuneration  of  labour,  nor  reward  of  abstinence  in  consuming 
the  products  of  labour.  And  it  is  to  this  share,  as  separated  by 
strict  analysis  from  interest  of  capital,  that  the  term  "rent" — 
or,  as  is  sometimes  said,  "  economic  rent " — is  now  commonly 
applied,  when  used  as  a  tochnicat  term  by  political  economists 
since  Ricardo.  I  think,  however,  that  what  is  commonly  kno\vn 
— and  widely  accepted — as  the  Ricardian  theory  of  rent  com- 
bines, in  a  somewhat  confusing  way,  at  least  three  distinct 
theories,  resting  on  different  kinds  of  evidence  and  relating 
to  different,  and  not  necessarily  connected,  enquiries :  we  may 
distinguish  them  as  (1)  a  historical  theory  as  to  the  origin 
of  rent,  (2)  a  statical  theoiy  of  the  economic  forces  tending 
to  determine  rent  at  the  present  time,  and  (3)  a  dynamical 
theory  of  the  causes  continually  tending  to  increase  rent,  as 
wealth  and  population  increases.  It  seems  to  me  that  the 
confusion  of  these  three  into  one  doctrine  is  partly  the  effect 
and  partly  the  cause  of  the  peculiar  meaning  given  to  the 
term  Rent  in  Ricardo'a  exposition ;  and  that  in  the  case  of 
agricultural  land,  to  which  Ricardo's  doctrine  has  been  especi- 
ally applied,  it  is  especially  important  to  get  rid  of  the  con- 
fusion. 

In  attempting  this  task,  it  is  convenient  to  begin  by  ex- 
amining the  ordinary  use  of  the  term  Rent  As  commonly 
used  in  English',  it  denotes  the  payment  made  for  the  use 
of  "  immoveables,"  i.  e.  either  of  the  surface  of  land  as  used 
in  agriculture,  or  of  buildings  erected  on  it,  or  of  the  minerals 
it  contains  together  with  the  right  of  removing  and  selling 
them.  There  is,  apart  from  any  economic  theory,  a  noteworthy 
difference  in  the  nature  of  the  obligations  imposed  in  the  lend- 
ing or  letting  of  land,  houses,  «Sic.,  as  compared  with  ordinary 
loans  for  which  interest  is  paid.  In  the  latter  case,  as  what  is 
actually  borrowed  is  money,  there  is  no  particular  thing  which 
has  to  be  returned  when  the  loan  is  repaid,  but  only  an  equiva- 
lent for  the  sum  borrowed ;  so  that  here  the  possibility  of  dete- 
rioration or  amelioration  of  the  wealth  borrowed  does  not  come 


*  It  may  be  worth  Dotioing  that  in  French  "rente"  is  used,  more  widelj,  to 
denote  any  income  that  accrues  without  taboar  on  the  port  of  the  person  to 
whom  it  in  paid. 
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in ;  whereas  in  the  cases  where  rent  is  paid,  this  possibility  has 
to  be  taken  into  account ;  and  sometimes,  as  we  shall  see,  leads 
to  important  complications.  Still,  rent  is  not  the  only  case  of 
payment  for  the  use  of  wealth,  where  the  same  thing  that  was 
originally  lent  has  to  be  restored  when  the  contract  terminates : 
— such  payments  (e.  g.)  are  made  for  the  use  of  carriages,  boats, 
plate,  pianos,  and  other  durable  articles.  The  amount  of  such 
payment  (commonly  called  "hire"),  as  competitively  determined 
will  commonly  include  compensation  for  ordinary  deterioration 
through  wear  and  tear  of  the  thing  hired,  interest  on  its  value 
when  let',  and — in  some  cases  at  least — insurance  against  pos- 
sible depreciation  through  invention  or  change  of  fashion,  aa 
well  aa  against  other  risks,  together  with  such  amount  of  remu- 
neration for  the  owner's  labour  of  management  as  industrial 
competition  may  allow  him. 

Now  an  English  farm,  no  less  than  a  carriage  or  boat,  is  an 
instrument  that  has  been  adapted  to  its  uses  by  human  labour; 
it  commonly  contains  fences,  roads  for  economizing  the  labour 
of  conveyance,  and  buildings  for  housing  cattle  and  instruments, 
acetiraulating  manure,  and  performing  the  first  processes  of 
manufacture  on  the  produce ;  and  further,  in  many  oases,  when 
it  was  originally  made,  the  land  had  to  be  wholly  or  partially 
cleared  of  stones,  trees,  excess  of  water,  or  other  encumbrances. 
It  may  be  asked,  therefore,  why  the  price  pjiid  for  the  use 
of  land  thus  prepared  and  adapted  should  not  depend  upon 
the  cost  of  such  adaptation  no  less  than  the  price  of  any  other 
durable  product  ? 

To  this  question  Ricardo  and  others  answer  that  so  far  as 
the  utility  of  a  farm  is  the  result  of  labour,  the  price  paid  for 
the  use  nf  it  should  in  strictness  of  econoTnie  language  be 
counted  profit  or  interest";  the  term  Rent  being  restricted  to 
the  price  paid  for  the  use  of  the  "original  and  indestructible 
"powers  of  the  soil,"  or  the  yield  ubtained  by  the  owner  from 
this   source,  where  the  owner  is  also  ttie  cultivator.     But  the 


'  The  valTie  of  sach  an  article  when  let  will  nornially  (aa  we  have  seen) 
correBpond  to  the  cost  of  producing  somethiag  equally  useful.     See  ch.  ii.  §  H. 

'  In  England  this  price  u  hardly,  if  at  all,  more  Ihan  ordinary  interest, 
with  a  slight  allowance  for  risk ;  the  landlord  who  spends  the  money  requires 
little  or  no  remuneration  for  hix  trouble. 
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line  thus  indicated  is  one  impossible  to  draw  with  any  exactness 
in  concrete  cases,  at  least  in  a  country  that  has  long  been  culti- 
vated ;  and,  as  Ricardu  himself  urges,  it  is  in  such  a  country 
that  rent  is  of  most  importance-  The  recurrent  part  of  the 
expenditure  of  lalMiur  in  making  a  fann — the  cost  of  the  repairs 
needed  from  time  to  time  to  keep  buildings,  fences,  drainage, 
Ac.  in  good  order — can,  no  doubt,  be  approximately  ascertained; 
and  so  long  as  it  is  profitable  to  cultivate  the  farm  at  all,  its 
produce  must  yield  at  least  interest  on  this  cost,  as  well  as 
adequate  employers'  profits  on  the  movable  capita!  employed  on 
the  land.  But  this  recurrent  cost  is,  on  the  whole,  materially 
less  than  the  total  expenditure  that  would  now  be  required 
to  bring  the  farm  from  its  original  condition  up  to  its  present 
degree  of  utility ;  and,  as  we  cannot  restore  the  original  condi- 
tion, we  have  no  means  of  estimating  definitely  this  non-recur- 
rent expenditure. 

This  will  appear  more  clearly  when  it  is  considered  that 
we  should  have  to  include  in  such  an  estimate,  besides  the 
labour  spent  on  the  farm  itself,  a  certain  part  of  what  has  gone 
to  the  making  of  the  roads,  canals  and  railways  that  connect 
it  with  the  market*  of  its  produce,  and  with  the  places  that 
supply  the  materials  and  implements  of  its  cultivation;  since 
the  existence  of  these  means  of  communication  is  generally 
necessary  to  the  maintenance  of  the  present  value  of  the 
produce  of  the  land,  and  therefore  to  the  maintenance  of  the 
rent'. 

At  the  same  time  I  think  it  reasonable  to  assume  that  the 
rent  of  much  agricultural  land  in  England  is  materially  in 
excess  of  interest  (at  the  present  rate)  ou  the  expenditure  that 

■  It  is  trne,  &r  Mill  argues  (u.  xri.  §  5)  that  the  rent  of  a  farm  tends  priinarily 
to  be  reduced  by  the  roads,  &c.  that  connect  with  its  innrkot«  other  more  distant 
farms ;  since  these  are  thns  enabled  to  enter  into  competition  with  it  and  to 
lower  the  prices  of  its  produce.  But  thongh  this  is  no  doubt  the  immediate  effect 
o(  making  such  roads,  it  is  not,  I  conceive,  likely  to  be  tlae  oltimate  effect  in  tliis 
case,  any  more  than  in  the  case  of  any  other  kind  of  agricultural  improvement; 
since  the  increase  of  population  and  wealth  in  the  cnuntry  which  these  more 
extended  means  of  oommonication  render  possible,  tends  ultimately  to  raise  the 
prioe  of  the  produce  of  the  nearer  farm  to  at  least  its  former  height.  And, 
at  any  rate,  the  labour  spent  on  the  roads  that  connect  a  farm  with  its  markets 
mnst  be  admitted  to  have  contributed  to  raise  its  selling  value  and  the  rent 
payable  for  it. 


282 


RENT. 


[Book  IT. 


would  now  be  required  to  bring  it  from  its  original  condition  to 
its  present  degree  of  efficiency  for  supplying  its  markets  with 
agricultural  produce.  I  inter  this  from  the  fact  that  it  is  worth 
while  for  Englishmen  to  cultivate  land  in  Manitoba  in  order  to 
supply  the  English  market  with  wheat ;  for,  though  I  cannot 
compare  the  original  condition  of  land  in  Manitoba  with  the 
original  condition  of  laud  in  England,  I  have  no  reason  to 
attribute  to  the  former  so  marked  a  superiority  for  wheat- 
growing  over  all  English  land  as  would  even  nearly  compensate 
for  the  great  disadvantage  of  its  situation.  Hence  I  infer, 
broadly,  that  a  considerable  portion  of  the  rent  paid  fur  agricul- 
tural laud  in  England — though  I  cannot  say  how  much — is  due 
not  to  the  labour  spent  in  fitting  it  for  agricultural  uses,  but  to 
the  appropriation  of  the  raw  material  to  which  such  labour  has 
been  applied.  It  appears  to  me,  however,  misleading  to 
say  that  even  this  portion  is  a  price  paid  for  the  ''  original 
"  and  indestructible "  qualities  of  the  soil ;  since,  so  far  as  it 
depends  on  situation,  it  is  plainly  due  not  to  the  original 
qualities  of  the  land  but  to  the  development  of  the  human 
community  inhabiting  it,  and  the  manner  in  which  this  com- 
munity has  disposed  itself  over  the  surface  of  the  country. 

I  am  unable,  therefore,  to  accept  as  adequate  Ricardo'a 
account  of  the  origin  and  history  of  rent  as  defined  by  him :  viz. 
that  it  is  entirely  caused  and  its  amount  determined  by  original 
differeuces  in  the  productive  powers  of  the  soil,  which  become 
economically  operative  in  continually  increasing  degrees,  as 
population  progresses  :  that  accordingly  it  is  first  paid  on  "  land 
"  of  the  first  quality  "  when,  in  the  progress  of  society  land  of 
the  "second  quality"  is  taken  into  cultivation,  and  rises 
similarly  with  "every  step  in  the  progress  of  population,  which 
obliges  "  a  country  to  have  recourse  to  land  of  a  worse  quality'." 
This  conjectural  history  assumes  unwarrantably  that  the  re- 
lative degrees  of  utility  for  agriculture  posses-sed  by  different 
portions  of  the  land  of  a  civilized  country  remain  always  what 
they  originally  were :  ignoring  (Ij  the  extent  to  which  the 
labour  of  man  has  altered  the  original  differences,  and  (2)  the 
extent  to  which  the  economic  value  of  land  varies,  apart  from 
any  variation  in  its  physical  conditions,   in   consequence  of 

'  See  hia  Principles  of  Political  Econonu/,  cb.  ii. 
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changes  (a)  in  the  art  of  agriculture,  and  (b)  in  the  social 
demand  for  agricultural  produce. 

But  even  if  Ricardo's  historical  doctrine  were  true,  and  if  we 
could  generally  distinguish,  in  any  actual  case,  between  the 
"origina!  and  indestructible"  qualities  of  the  soil  and  the 
qualities  resulting  from  human  labour,  the  distinction  would 
still,  I  conceive,  be  irrelevant  when  we  are  considering  the 
determination  of  rent,  as  an  element  of  the  existing  distribu- 
tion of  produce  ;  since  the  price  paid  for  the  use  of  land  at  the 
present  time  cannot  be  affected  in  any  way  by  the  extent  to 
which  its  present  condition  is  the  result  of  labour.  Hence, 
while  I  recognise  that  ordinary  agricultural  rent  generally  con- 
tains— besides  an  element  that  is  to  be  regarded  a.s  interest  on 
the  present  value  of  the  results  of  labour  previously  expended, — 
another  element  due  to  the  appropriation  of  a  raw  material 
scarce  in  tpuility,  it  does  not  seem  to  me  desirable  to  follow 
Ricardo  in  restricting  the  term  rent  to  the  latter  element. 

It  is,  in  fiict,  chieHy  when  we  are  considering  what  I 
distiaguished  ai;  a  " dynamica!  question" — the  tendency  of  the 
value  (and  rent)  of  land  to  increase  as  civilization  progresses — 
that  it  becomes  practically  important  to  analyse  its  utility  into 
different  elements,  due  respectively  to  the  different  causes 
above-mentioned ;  though  here  again  what  we  are  chiefly  con- 
cerned to  know  with  regard  to  any  particular  increase  of  rent  is 
not  whether  it  is  due  to  labour  geuerally,  but  whether  it  is  due 
to  labour  employed  by  the  owner  or  occupier.  This  djiiamical 
question  will  be  more  appropriately  considered  in  a  subsequent 
chapter '. 

§  2.  Let  us  take  the  term  'rent'  then  in  ite  ordinary  sense  to 
mean  the  price  paid  for  the  use  of  land,  whatever  be  the  source 
of  its  utility,  and  consider  how  this  price  is  completely  deter- 
mined io  such  a  country  ii.s  Englautl  at  the  present  time.  So  far 
as  the  demand  for  land  is  non-industrial — i.e.  so  far  as  land  is 
used  for  purposes  of  direct  enjoyment  and  thus  belongs  to  the 
class  of  things  before  distinguislied  as  'durable  consumers' 
wealth,' — there  is  not  much  use  in  attempting  any  minute 
analysis  of  the  causes  that  affect  its  value  or  rent.  We  have  no 
simple  formula  for  determining  generally  how  much  will  be  paid 

*  Sw  obap.  xi.  §  S,  of  (his  Book. 
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for  the  use  of  (e.g.)  a  deer-forest.  We  can  see  that  it  depends 
partly  on  the  amount  of  actual  aud  possible  deer-forests,  partly 
on  the  possibility  of  making  a  profit  out  of  such  land  in  other 
ways,  partly  on  the  number  and  wealth  of  the  rich  persons  who 
wish  to  shoot  deer  and  on  the  comparative  utility  of  deer-stalking 
and  other  forms  of  amusement,  as  estimated  by  these  persons: 
but  it  ia  hardly  wortli  while  to  attempt  to  get  further  than  this. 
In  the  ca.se,  however,  of  land  cultivated  by  farmers  for  a  pmfit, 
we  can  determine  normal  rent  as  the  surplus  which  the  price  of 
its  produce  would  be  expected  to  aflford  to  a  farmer  of  ordinary 
ability  and  iudustry,  after  subtracting  whatever  competition 
allows  him  to  claim,  as  remuneration  for  his  own  labour,  and  the 
sum  required  for  replacement,  with  interest  at  the  ordinary  rate, 
of  the  capital  employed  by  him  upon  the  land; — assuming,  for 
simplicity,  that  the  processes  by  which  such  produce  is  obtained 
do  not  materially  aflfect  the  utility  of  the  land,  as  an  instrument 
of  future  production.  If  the  produce  in  question  needs  a  special 
and  rare  kind  of  land,  while  the  demand  for  it  is  strong;  every 
part  of  the  land  so  employed  may  yield  produce  that  has  a 
vahie  above  what  corresponds  to  its  cost  of  production  (including 
interest  on  the  landowner's  capital  that  has  to  be  from  time  to 
time  reproduced).  Of  such  produce  it  may  be  said  that  the 
price  of  every  portion  yields  a  certain  proportion  of  rent  to  the 
owner: — ^though  it  tends  to  confuse  cause  and  effect  to  say  that 
"rent  enters  into  its  price,"  But  with  ordinary  agricultural 
produce  the  case  is  different ;  since,  even  in  a  country  so  thickly 
populated  as  England,  the  supply  of  land  capable  of  yielding 
such  produce  is  always  in  excess  of  that  actually  employed  for 
this  purpose.  Hence  assuming  that  the  variations  in  the  utility 
of  laud — whether  due  to  var\nng  fertility  or  situation — are 
continuous',  we  may  infer  that  even  when  the  demand  for 
agricultural  produce  is  so  keen  that  the  area  of  cultivated  land 
is  increa-sing,  there  will  always  be  a  margin  of  such  land  of 
which  the  rent  is  only  equivalent  to  interest  on  the  outlay 
required  to  prepare  and  keep  it  fit  for  cultivation,  jj/wj  whatever 
would  be  paid  for  the  use  of  it  if  left  uncultivated,  for  purposes 

'  Tliia  asflumiition  ia  legitimate  for  purpoMB  of  general  reasoning :  ainoe  it 
will  be  true  aulesB  nbnipt  cban(;eb  iu  fertility  ooinoide  with  abmpt  clmngee  in 
situatioQ. 
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of  sport  or  rough  pasture.  And  we  may  infer  that  the  Qonnal 
rent  per  acre  of  any  other  laud,  in  the  same  district  or  supplying 
the  same  markets,  can  only  exceed  the  rent  per  acre  of  this 
margin  because  and  in  proportion  as  it  ia  more  productive 
relatively  to  the  markets  which  it  has  to  supply:  i.e.  because 
and  in  proportion  as  the  farmer  who  cultivates  it  can  bring  to 
market  either  more  produce  with  equal  expense,  or  an  equal 
amount  of  produce  with  a  greater  expense  (including  the  ex- 
f)en8e  of  conveyance). 

This  is  the  "margin  of  cultivation"  which  is  said  by 
Ricardian  economists  to  pay  "no  rent":  the  pljrase,  however,  is 
not  strictly  true,  even  according  to  the  Ric^irdian  definition  of 
rent,  in  such  a  country  as  England ;  since,  as  I  have  said, 
something  would  be  generally  obtainable  for  the  use  of  such 
land  if  left  uncultivated'.  It  is  further  uot«worthy,  that  when 
the  area  of  arable  land  is  diminishing — as  has  been  the  case  in 
recent  years  in  England — the  margin  of  cultivation  tends  to  be 
differently  determined.  When  laud  has  to  be  brought  into 
cultivation  it  will  be  expected  to  pay  interest  on  the  expenditure 
required  once  for  all — e.g.  for  draining  or  clearing — to  make  it 
fit  for  cultivation,  as  well  as  on  any  recurrent  outlay  required  to 
keep  it  in  suitable  condition :  but  in  considering  whether  it 
should  bo  allowed  to  go  out  of  cultivation,  the  non-recurrent 
expenditure  will  not  be  taken  into  account ;  the  land  will  be 
worth  cultivating,  if  the  cultivator  can  afford  to  pay  interest 
merely  on  any  recurrent  outlay  required  from  the  landowner 
plus  what  could  be  obtained  for  the  use  of  it  if  uncultivated. 
It  ia  owing  to  tliis  es.sential  difference  in  the  determination  of 
the  margin  of  cultivation,  according  as  the  area  of  cultivated 
land  is  increasing  or  decreasing*,  that  I  have  not  thought 
it  desirable  to  refer  expressly  to  this  margin  in  the  account 


*  Doubtleaa  there  ia  always  some  land  to  be  founri,  even  when  the  area  of 
cultivated  land  ia  increaiuDg,  which  only  yields  a  rent  e(iuivalcnt  to  interest  on 
the  oQtlav  neccss&ry  to  make  and  keep  it  fit  for  cnltivation :  bnt  thig  is  becauM 
Buoh  outlay  hoa  been  partly  wasted,  if  the  land  woald  have  yielded  some  rent 
in  its  nnlaboored  condition:  it  does  not  represent  the  general  result  which 
economic  forces  tend  to  produce. 

*  If  the  area  of  cultivation  is  stationary,  the  normal  rent  of  the  least 
advantageous  may  vary  between  interest  on  total  outlay  and  interest  on 
recurrent  outlay. 
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above  given  of  the  determination  of  normal  agricultural 
rent. 

There  is,  however,  an  ambiguity  in  this  account  which  has 
to  be  removed.  It  is  evident  th^t  the  surplus  remaining,  after 
providing  interest  on  the  farmer's  capital  and  remuneration  for 
his  labour,  may  vary  with  the  amount  of  capital  employed. 
Now  in  a  state  of  thoroughly  active  and  enlightened  compc- 
titirju  and  abuiidaut  capital  we  may  assume  that  the  amount 
of  capital  employed  on  any  land  yielding  rent  would  be  at  least 
sufficient  to  make  the  net  produce  per  cent  a  maximum ;  for 
if  it  were  not  so,  it  would  be  obviously  profitable  to  leave  the 
less  productive  land  uncultivated,  and  apply  the  capital  thus 
set  free  in  increasing  that  employed  on  the  more  productive. 
But,  actually,  we  often  find  the  more  fertile  land  is  not  culti- 
vated up  to  the  point  at  which  the  net  produce  per  cent,  of 
capital  is  greatest,  either  (1)  from  custom,  or  (2)  from  wont  of 
enlightenment,  or  (3)  because  the  best  mode  of  cultivation 
requires  amounts  of  capital  under  single  managements,  larger 
than  average  farmers  can  provide  themselves  or  procure  by 
borrowing.  So  far  as  these  causes  operate,  rent  will  actually  tend 
to  be  determined  not  by  the  surplus  of  produce  obtainable  by 
the  capital  that  it  would  be  most  profitable  to  employ,  but  by 
the  surplus  of  produce  obtainable  by  what  an  average  farmer 
would  employ. 

But  further,  if,  when  the  most  productive  land  is  cultivat'cd 
so  that  its  net  produce  per  cent,  of  capital  employed  is  greatest, 
it  is  still  profitable  to  employ  capital  less  productively  on  other 
laud,  it  must  also  be  profitable  to  cultivate  the  more  productive 
land  heifond  the  point  at  which  the  net  produce  per  cent.  18  a 
maximum :  provided  we  assume  that,  after  this  point  is  passed, 
the  diminution  in  the  increment  of  produce  obtainable  by  an 
additional  increment  of  farming  capital  is  continuous  and 
gradual.  Indeed  on  this  assumption,  it  will  be  obviously  pro- 
fitable to  employ  additional  capital  on  the  more  productive 
laud  up  to  the  point  at  which  another  increment  would  not 
yield  ordinary  interest  and  "  wages  of  management : "  so  that 
we  may  infer  that  the  last  portion  of  the  capital  employed 
tends  to  pay  no  rent;  meaning  that  the  farmer  does  not 
tend  to  get,  by  employing  it,  any  additional    surplus  which 
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active  competition  would  force  him  to  resign  to  the  landlord. 
This  assumption  of  a  "  rentlcss  "  margin  of  agricultural  capital, 
in  the  farming  even  of  highly  rented  land,  is,  I  think,  legitimate 
for  puqwses  of  general  reasoning':  since  no  one  doubts  that 
only  a  limited  amount  of  capital  can  be  profitably  employed 
for  agricultural  purposes  on  any  given  piece  of  land :  and, 
considering  the  various  ways  in  which  labour*  may  be  employed 
directly  and  indirectly  to  increase  produce,  we  may  assume 
that — generally  speaking — the  limit  of  profitable  employment 
does  not  coincide  with  the  point  at  which  net  produce  per  cenL 
of  capital  is  greatest,  but  is  reached  by  a  gradual  decline  in 
the  productiveness*  of  capital  employed  beyond  this  point.  It 
is,  however,  misleading  to  speak — as  Ricardian  economists  have 
sometimes  spoken — of  the  "last  dose  of  capital  which  pays  no 
"  rent  "  as  if  this  "  dose  "  were  an  element  definitely  ascertain- 
able in  the  business-reckonings  of  an  ordinary  farmer,  and 
could  be  used  for  calculating  normal  rent  in  any  particular 
case.  Experience  certainly  shows  iis  in  a  broad  and  general 
way  that  as  the  demand  for  the  pixxluce  of  land  rises,  there 
is  a  tendency  to  increase  the  amount  of  capita!  applied  to 
good  land,  as  well  as  to  extend  the  cultivated  area:  but 
the  art  of  agriculture  has  not  yet  reached  the  degree  of 
exactness  that  would  be  required  to  ascertain  even  approxi- 
mately in  any  particular  case  the  portion  of  capital  that  is  to  be 
regarded  as  paying  no  rent.  Thus,  while  the  recent  fall  in  the 
value  of  English  wheat,  in  consequence  of  the  development  of 
foreign  production  and  trade,  has  led  to  a  marked  diminution 
in  the  area  of  wheatgrowing  land  in  England,  I  cannot  find 
that  it  has  led  to  anything  like  an  equally  discernible  change 
in  the  amount  of  capital  economically  applicable  to  the  land 


'  See  note  at  the  end  of  the  chapter. 

*  The  reader  will  bear  La  mind  that  "employment  of  labour''  is,  from 
another  point  of  new,  "  employment  of  capital " :  Binoe  the  result  of  the  labour 
18  a  fonn  which  a  part  uf  the  employer's  capital  assiuuea.  But  the  i)hraM 
"employment  of  capital"  Li  generally  more  appropriate:  sinoe  in  calculating 
the  cost  of  any  application  of  labour  we  hare  to  take  into  account  not  only 
the  amount  and  quality  of  the  labour  applied,  but  the  time  inten-ening  between 
its  application  and  the  realisation  of  the  expected  produce  :  that  is,  we  hare  to 
r^ard  the  results  of  labour  aa  oonstitnting  capital,  on  whiob  interest  ia 
expected. 
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that  stin  grows  wheat.  The  most  that  can  be  said  is  that  the 
fail  of  pricea  has  caused  a  general  vague  tendency  to  dinniiish 
expense  in  farming  wherever  it  can  be  diminished :  and  even 
this  is  in  many  cases  merely  due  to  loss  of  capital, — and  is,  in 
consequence,  a  tendency  to  farm  more  cheaply  than  is  really 
economical. 

§  3.  Hitherto  we  have  assumed  that  the  value  of  the  land  is 
not  materially  altered  by  the  process  of  production.  It  may  how- 
ever happen  that  by  using  the  land  in  the  way  that  is  econo- 
mically most  advantageous  on  the  whole,  the  producer  will 
either  improve  or  deteriorate  it.  No  difficulty  is  thereby  in- 
troduced in  the  theoretical  determination  of  rent,  where  the 
producer  is  also  the  owner ;  we  have  merely  in  calculating  the 
whole  amount  of  produce  to  include  the  increment  of  value 
added  to  the  laud,  along  with  the  value  of  the  products 
taken  from  it ;  and  similarly  to  deduct  from  produce  any 
decrement  due  to  deterioration.  When,  however,  the  producer 
does  not  own,  but  merely  farms,  the  laud,  this  possibility  of  im- 
provement and  deterioration  renders  it  a  matter  of  some  difficulty 
to  frame  a  rent-contract  which  shall  give  the  farmer  adequate  in- 
ducement to  treat  the  land  in  the  manner  most  economical  on 
the  whole.  To  illustrate  this  difficulty  let  us  suppose  first 
that  the  land  tends  to  be  improved  by  such  treatment  as 
is,  on  the  whole,  economically  desirable.  Here  we  have  to 
distinguish  two  different  cases.  (1)  If  the  farmer,  while 
using  the  land  in  the  way  most  immediately  profitable,  at 
the  same  time  augnienta  its  utility  as  an  iustniinent  of  future 
production,  the  matter  may  be  simply  settled  by  allowing  the 
increment  of  value  to  be  appropriated  by  the  landlord ;  since, 
in  thia  case,  such  appropriation  has  uo  tendency  to  prevent  the 
improvement  from  being  made.  But  (2)  if,  as  is  more  ordi« 
narily  the  case,  the  outlay  required  for  the  improvement  will 
not  be  prohtable  to  the  farmer,  unless  he  secures  the  whole,  or 
the  main  part,  of  the  gain  resuUiug  from  the  increased  utility 
of  the  laud;  it  will  be  his  interest  to  leave  the  laud  unimproved 
unless  either  he  is  bound  imder  penalties  to  improve  it,  or  this 
gain  is  somehow  secured  to  bim.  The  former  alternative  can 
hardly  be  made  effectual  without  hampering  the  farmer's  free- 
douj.  of  action  to  an  extent  disadvantageous  to  his  industry. 
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Honcc,  ill  nr.ler  that  such  improvements  may  be  duly  made,  it 
will  be  nofdful  tliat  either  (1)  aiJeqiiate  compensation  be  secured 
to  the  farmer  generally  for  whatever  increment  of  utility  may 
remain  unexhausted  when  his  tenure  ends;  or  (2)  a  lease  bo 
given  him — and  ooutinnally  renewed — of  such  length  as  always 
to  allow  him  adetjuate  prospect  of  reaping  the  benefit  of  his  im- 
provements ;  or  (3)  eaeh  improvement  be  made  the  subject  of 
special  agreement  between  farmer  and  landlord — whicli  prac- 
tically requires  the  latter,  or  his  agent,  to  take  a  certain  share 
in  the  management  of  the  farm, 

A  somewhat  similar  problem  is  presented  in  the  case  whore 
the  land  is  deteriorated  by  the  most  economic  nse  of  it.  This 
case  but  rarely  occurs  in  agriculture';  but  it  is  the  ordinary  con- 
dition of  the  mining  industry,  and  of  certain  other  brandies  of 
production  which  take  from  the  land  products  that  are  not  re- 
newed*. In  such  cases  the  total  amount  of  the  produce  in  question 
that  can  be  profitably  taken  from  any  particular  piece  of  land 
is  generally  at  least  so  far  limited  in  prospect,  that  every  portion 
brought  to  market  tends  to  diminish  proportionally  such  possi- 
bilities of  future  production  as  have  a  definite  market  value'. 
The  problem,  then,  iu  letting  land  for  the  purposes  of  any  such 
industry  is  to  frame  a  contract  which  sliall  render  it  not  the 
interest  of  the  lessee  to  remove  and  sell  an  amount  of  such 
products  greater  than  what  it  would  be  profitable  for  him  to 
bring  to  market  if  he  were  also  the  owner,  Now  if  the  land  in 
question  is  leased  at  a  fixed  rent,  this  coincidence  of  interests 
will  only  occur  under  certain  special  conditions.  Thus,  if  owing 
to  the  state  of  competition  in  the  industry  the  owner  would  be 
unable  to  raise  the  price  of  his  product  materially  by  limiting 

•  Land  nsed  fi)r  apriculture  might  donbtlesa  often  be  deteriorated  by  troat- 
Dient  which,  though  unecononiic  on  the  whole,  vfould  increage  its  produce  for 
one  or  two  years.  And  there  would  8ei.>m  to  he  dome  practical  difficulty  in 
framing  a  contract  to  prevent  this  effectually,  without  iutorfering  dinad- 
vantageonsly  with  the  farmer's  freedom  of  actiou ;  but  it  is  hardly  within 
the  scope  of  the  present  chapter  to  discuaa  the  best  method  of  dealing  with  this 
difBculty. 

''  Such  as  (e.g.)  Peru\ian  guano,  timber  from  aattiral  forests,  &o. 

'  This  is  true  even  in  the  case  of  mines  where  the  prospect  of  actual  ex- 
haustion is  too  remote  and  indefinite  to  be  economically  important;  owing  to 
the  prospective  increase  iu  difficulty  of  extraction,  at  least  after  a  certain  amount 
has  been  taken. 
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hia  supply,  if  he  has  no  ground  for  inferring  a  rise  of  any  im- 
portance from  the  general  prospects  of  supply  and  demand,  and 
if  the  cost  of  production  does  not  become  materially  greater  as 
the  amount  produced  within  any  given  time  increases — it  would 
then  be  the  owner's  interest  to  produce  as  much  as  possible, 
provided  that  the  price  of  the  product  were  sufficient  to  pay  at 
least  the  working  expenses  of  production,  including  adequate 
remuneration  fur  the  labour  of  management;  and  under  the 
same  circumstances  it  would  be  the  interest  of  a  lessee  paying  a 
fixed  rent  to  do  the  same.  If,  however,  the  owner  would  either 
have  reason  to  expect  a  rise  in  price,  or  be  able  to  produce  such 
a  rise  by  limiting  his  supply,  either  alone  or  in  combination 
with  other  producers ;  then  it  would  obviously  be  expedient  for 
him  not  to  produce  beyond  the  point  at  which  the  probable  rise 
in  price,  present  and  prospective,  would  more  than  compensate 
for  the  probable  loss  incurred  by  deferring  production.  But, 
under  these  circurastances,it  would  not  generally  be  expedient  for 
a  lessee  to  adopt  the  same  limit  of  production;  unless  the  period 
of  the  lease  were  long  enough  to  make  it  practically  certain 
that  the  mine  would  be  valueleas  before  the  end  of  it  r  since 
otherwise,  by  stopping  at  any  given  point,  the  lessee  would  lose 
the  whole  gain  obtainable  on  the  extra  amount  that  might  have 
been  produced,  whereas  the  owner  would  only  lose  the  interest 
on  this  gain  for  a  certain  number  of  years.  In  the  same  way  it 
may  be  shown  that  if  there  is  a  certain  amount  that  can  be 
produced  within  a  given  time  by  the  most  economic  application 
of  labour  and  capital,  while  it  is  still  possible  to  produce  more 
but  at  continually  increasing  cost,  it  would  generally  be  ex- 
pedient for  a  mere  lessee  to  extend  production  beyond  the  limit 
which  it  would  be  expedient  for  an  owner  to  adopt.  In  either 
of  these  latter  cases  it  seems  impossible,  without  more  foresight 
of  the  conditions  of  the  market  than  can  be  hoped  for,  to  frame 
a  reut-cuntract  which  will  have  the  effect  of  making  it  always 
most  profitable  for  the  lessee  to  treat  the  land  in  question  in 
the  manner  most  profitable  to  the  owner ;  but  a  rough  recon- 
ciliation of  the  divergent  interests  is  attained  by  the  ordinary 
practice  of  making  the  lessee  pay — either  with  or  without 
a  fixed  annual  payment — a  certain  'royalty';  that  is,  a  sum 
proportioned  either  to  the  amount  of  material  extracted,  or — 
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which  is  the  more  saitable  arrangement — to  the  price  obtained 
for  it. 

§  4.  When  we  pasw  from  agriculture  to  mining,  we  meet 
with  manifest  and  striking  casea  of  wealth  of  which  the  value 
is  due  not  to  labour — at  least  not  to  labour  spent  on  the  valuable 
thing  itseif — but  merely  to  its  scarcity  and  its  utility  in  its 
unlaboured  condition ;  since  the  land  containing  a  rich  mine  rises 
to  a  price  far  exceeding  that  of  agricultuml  land,  as  soon  as  the 
existence  of  its  contents  is  known,  befure  the  application  of  any 
part  of  the  labour  that  will  ultimately  be  needed  to  extract  them. 
A  still  more  important  case  in  which  the  element  of  labour — 
applied  in  order  to  increase  utility — is  practically  absent  from 
the  determination  of  value  is  that  of  land  in  towns;  the  high 
rent  of  which  is  entirely  due  to  the  utility  attachiiitr  to  such 
ground  from  its  situation, — either  for  purposes  of  business,  or 
for  social  communication  and  enjoyment.  And  the  share  of 
produce  obtained  by  the  owner  of  such  land  has  increased  in 
importance  as  towns  have  grown  in  size  and  density,  with 
the  development  of  industry  and  trade : — indeed,  it  is  note- 
worthy that  Ricardo's  conception  of  rent  as  increasing  inde- 
pendently of  any  outlay  on  tlie  part  of  the  landowner,  as 
society  advances  in  population  and  wealth,  ia  much  more 
clearly  applicable  to  the  case  of  building  land  in  towns  than 
it  is  to  the  case  of  agricultural  land,  which  Ricardo  has  chiefly 
in  view. 

There  are  various  other  uses  of  land — including  the  per- 
manent results  of  labour  applied  to  land — by  which  a  surplus 
yield  is  sometimes  obtained,  similar  to  that  of  which  agri- 
cultural rent  partly  consists  and  often  considerably  greater 
in  amount.  Thus  a  railroad  favourably  situated  or  cheaply 
constructed  is,  no  le.ss  than  a  farm,  an  instrument  of  which 
laud  in  its  preexisting  condition  may  be  regarded  as  raw 
material ;  by  means  of  which  the  commodity  of  conveyance 
between  certain  places  is  produced  and  sold  at  a  price  that  may 
yield  its  owners  considerably  more  than  ordinary  interest  on 
the  cost  of  making  the  railway  (including  the  purchase-money 
of  the  land')  J  because  either  it  is  not  possible  owing  to  legal 

'  Where— ka  bM  nenally  been  the  case — the  land  has  been  bought  at  »  price 
ooiuiderabljr  beyond  its  agricultunl  vidue,  a  corresponding  share  of  the  extra 
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obstacles  or  otherwise  to  construct  an  erjually  eflfective  instru- 
ment for  the  same  uses,  or  at  any  rate  such  a  construction 
would  be  too  costly  to  be  profitable,  A  similar  exemption  from 
the  ordinary  effects  of  coiopetitirtn  is  anrnetimes  enjoyed  by  certain 
other  portions  of  industrial  capital,  such  as  the  capital  of 
water  companies  and  gas  companies  j  whose  dividends  are  in 
consequence  considerably  higher  than  current  interest  on  the 
original  outlay. 

Again,  there  are  other  results  of  labour,  not  connected  with 
land,  which  yield  a  surplus  somewhat  similar  in  kind.  This  is 
the  case,  for  instuuce,  with  the  immaterial  results  of  the  labour 
of  Invention,  protected  from  imitation  by  patents.  Even  when 
the  extra  profit  obtained  by  using  the  patent  does  not  amount 
to  more  than  a  fair  interest  on  the  value  of  the  labour  and 
materials  expended  before  the  invention  was  perfected  ;  still,  as 
the  intellectual  result  when  once  achieved  does  not  require 
renewal,  such  extra  yield  is  iq  any  particularca.se  determined — 
like  the  return  to  capital  spent  once  for  all  on  laud — without  any 
relation  to  the  value  of  the  inventor's  labour.  And  if  it  ia  still 
possible  for  persons  excluded  from  the  advantage  of  the  patent 
to  use  profitably  inferior  processes  of  production,  the  extra  yield 
obtainable  by  those  who  use  the  patent  will  be  determined  in  a 
manner  exactly  analogous  to  ordinary  agricultural  rent.  So, 
again,  the  extra  profit  obtained  by  the  Goodwill  or  Connexion, 
which  gives  firms  of  long  standing  an  advantage  in  the  compe- 
tition for  business,  is  often  very  analogous  to  rent ;  for  though 
it  may  broadly  be  regarded  as  interest  on  the  cost  in  labour 
and  outlay  incurred  without  adequate  immediate  return,  during 
the  earlier  years  of  the  business  ;  still  it  is  often  mainly  due  to 
a  favourable  cnncurrence  of  social  conditions,  and  when  once 
acquired  it  tends  to  maintain  itself  by  the  mere  vis  inertia}  of 
habit,  without  any  extra  exertion  of  skill  or  energy  on  the  part 
of  those  who  enjoy  the  advantage. 

In  many  cases,  however,  it  i.s  difficult  to  separate  the  extra 
yield  obtained  merely  by  such  established  connexion  from  that 
which  is  duo  to  general  belief  in  the  excellence  of  the  com- 
modities furnished  by  the   firm  in  question ;  and  so  far  as  this 

value  derived  from  its  use  for  pnrpoaea  of  oonveyanoe  has,  of  course,  been 
handed  over  to  the  previous  owner. 
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belief  is  realty  founded  on  the  Bkilful  conduct  of  the  business, 
the  additional  income  obtained  by  it — whatever  may  be  its 
ultimate  analysis — will  be  more  naturally  discussed  under  the 
head  of  Wajfes. 


Nole  on  Uie  "  Laui  of  Diminishing  Returns  in  Agriculture." 

It  is,  T  think,  universally  admitted  by  competent  persons  that 
the  application  f>f  labour  in  agriculture  is  subject,  in  a  certfiiu  sense, 
to  the  condition  of  "  l^iminishing  Heturns':  i.e.  that  in  a  country 
in  which  population  has  refiched  a  certain  jwint  of  density,  tlie 
agricultural  proiluce  needed  is  obtained  partly  by  processes  more 
costly  than  would  be  required  if  the  tt>t«l  amount  needed  were  less. 
According  to  the  view  of  most  economists  since  Ricardo,  these 
processes  are  of  two  kinds:  either  (1)  the  application  of  labour  and 
cnpit^il  to  laud  of  inferior  quality  or  situation  ;  or  {'!)  the  appliaitiou 
to  the  best  land  of  labour  and  capit-al  in  e-vcesa  of  the  amount  wduch 
yields  the  greatest  proportiouftl  return.  A  suggestive  writer,  how- 
ever— Mr  Simon  W.  Patten  (Premises  of  Political  £c(nwmi/,  ch.  vi.) 
— holds  that  there  is  not  really  room  in  agriculture  for  the  second 
kind  of  process;  that  the  proiwrtional  return  to  well-applietl  agricul- 
tural labour  increases  up  to  the  point  at  wiiiidi  no  additional  return 
at  all  could  be  obtained  by  any  amount  of  additional  labour  ;  tliat, 
therefore,  we  ought  to  speak  of  a  '  law  of  limited  returns'  insteatl  of 
a  'law^  of  diminishing  returns*— so  far  as  we  have  in  view  the 
returns  from  any  given  piece  of  land. 

Now  such  an  abrupt  breach  of  continuity  in  the  relation  of 
labour  to  resultant  utility  as  Mr  Patten's  argument  assumes  is 
contrary  to  our  general  experience  of  the  application  of  liuman 
labour  for  the  satisfaction  of  human  wants ;  and  nothing  that  I 
have  been  able  to  learn  of  the  actual  condition  of  agi-iculture  seems 
to  give  atlequate  ground  for  assuming  it  to  occur  in  this  case.  I 
think,  however,  that  in  the  "intensive"  cultivation  of  certain  kinds 
of  prottuce  there  is  probably  but  a  small  interval  between  the  point 
at  wliich  an  additional  increment  of  labour  or  capitid  ceases  to  give 
BL  propordonnl  iticre;ise  and  the  point  at  which  it  would  cease  to  give 
any  material  increase  :  so  that  the  capital  earning  diminished  re- 
turns may  sometimes  be  confined  within  limits  so  narrow  that  it  is 
not  clearly  discernible,  in  the  present  state  of  the  art  of  agricul- 
ture.    For  instance,  in  the  case  of  wheat,  I  understand  that,  in  the 
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judgment  of  competent  farmers,  the  outlay  required  on  an  English 
farm  to  produce  wheat  in  the  most  profitable  manner — even  at  the 
lowest  price  at  which  it  would  be  remunerative  to  produce  it  at  all — 
would,  on  the  average,  give  a  crop  of  wheat  which  could  not  be 
confidently  expected  to  be  much  increased  by  any  additional  outlay 
likely  to  be  remunerative  at  any  price  within  the  limits  of  pro- 
bability. Nevertheless  I  do  not  doubt  that  any  considerable  rise  in 
the  demand  for  wheat  would  ceteris  paribus  cause  some  increase 
of  outlay  on  land  previously  wheat-growing ;  but  the  change  would 
chiefly  affect  what  we  may  call  the  doubtful  margin  of  expenditure : 
— e.g.  more  manure  would  .probably  be  applied  than  was  actually 
applied  before,  but  not  more  than  some  competent  judges  would 
have  considered  economical,  even  at  the  lower  price.  Probably, 
however,  any  important  increase  in  the  capital  applied  to  wheat- 
growing  on  the  same  land  would  involve  an  increase  in  the  number 
of  crops  obtained  within  a  given  term  of  years :  the  four-crop 
rotation  would  be  changed  to  a  five-crop  rotation  with  three  corn- 
crops,  or  corn-crops  might  even  be  grown  continuously  for  several 
years — on  Mr  Lawes'  method — with  only  occasional  changes  of 
clover  or  roots.  But  even  in  this  last  case  it  would,  I  suppose,  be 
difficult  to  say — in  view  of  Mr  Lawes'  results— that  the  extra 
capital  thus  applied  would  certainly  yield  diminished  returns. 


CHAPTER  VIII. 


THE  REMUNERATION  OF   LABOUR. 


§  1,  We  now  approach  the  part  of  our  subject  which, 
especially  in  recent  years,  has  both  excited  the  keenest  prac- 
tical interest  and  given  rise  to  the  most  perplexing  theoretical 
controversy — the  competitive'  determination  of  the  wages  of 
labour.  It  seeins  to  me  most  convenient  to  follow  Mill  in 
separating  the  investigation  into  two  parts ;  to  consider  first 
the  "causes  which  determine  or  influence  the  wages  of  labour 
"generallyj  and  secondly  the  differences  that  exist  between  the 
"  wages  of  difterent  employments*." 

In  the  first  chapter  of  this  book  I  suggested  that  the  term 
Wages  might  convenieutly  be  extended  so  as  to  iucUide  the 
remuneration  of  all  kinds  of  labour,  and  I  shall  presently  urge 
reasons  for  giving  this  more  extended  scope  to  the  first  of  the 
two  inquiries  above  distinguished.  But  since  Mill  and  other 
economists  generally  use  the  term  'wages'  in  thi.s  discussion  to 
denote  the  remuneration  of  labour  hired  by  employers,  I  have 
thought  it  best  to  adojit  this  meaning  in  the  critical  discussion 
which  will  occupy  the  first  part  of  this  chapter". 

*  The  T^adter  should  bo«r  in  mintl  that  throughout  both  partfl  of  this  investi- 
gatioD  Competition  in  understood  to  exclude  Combination,  whether  of  employed 
Ubourers  or  employors.  In  a  subscqaont  cliaptcr  (ch.  x.)  I  Rhall  consider  to 
what  extent  thia  competitive  distribution  i«  liable  to  be  abrogatiKl  or  modified  in 
consequence  of  the  action  of  such  cowbinationa  with  the  view  of  raiaiug  or 
lowering  wages. 

'  Political  Economy,  Bk.  ii.  ch.  xi.  §  1. 

*  In  the  chapter  <Bouk  ii.  chap,  xi.)  in  which  Mill  treats  of  "Ae  MUMS 
"which  determine  or  influence  the  wages  of  labour  generally,"  he  ezptMitf 
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We  may  begin  this  discussion  by  noticing  one  way  of 
dealing  with  tiie  question  of  wages  which  very  naturally  and 
obviously  suggests  itself  to  the  mind  of  reflective  persons,  and 
is  therefore  liable  to  mix  itself  more  or  less  unconsciously  with 
any  other  theory  that  they  may  adopt,  unless  it  is  openly  and 
clearly  expressed  and  discussed.  I  mean  tlie  view  in  which 
labourers  are  considered  as  productive  ii^strunjents  requiring  a 
certain  quantum  of  i^iod,  clcithing,  lodging.  &c.,  to  keep  them 
in  the  most  efficit^ut  condition  from  birth  to  death ;  and  this 
quantum,  whatever  it  may  be,  including  whatever  is  similarly 
required  to  maintain  the  wives  and  mothers  of  labourers,  ia 
regarded  as  their  normal  share  of  the  social  produce.  It  is, 
however,  easy  to  show  that  there  is  no  necessary  tendency  in  a 
system  of  free  competition  to  give  them  just  tliis  share  and  no 
more.  For  if  the  labourer  can  produce  more  wealth  than  bo 
and  J] is  family  require  for  necessary  consumption,  he  may 
obviously,  being  a  free  agent,  keep  and  enjoy  the  remainder; 
and  we  must  assume  that  lie  vk'ill  do  this  if  he  can.     It  ia  true 


proceeds  "as  if  there  were  no  other  kind  of  Iftbonr  than  common  anskilled 
''labour,  of  the  avera^ie  degree  of  hardneiia  aud  disagrceitbleuet;!),"  But  I  am 
not  Hure  that  lie  quite  realiaeo  Low  widely  this  hy|)otht'tica!  proccdnre  divergea 
from  the  actual  facts,  in  such  a  country  as  England — in  18[i7  Mr  Dudley  Baxter 
estimated  the  porsons  engaged  in  "agriculture  and  unfikillcd  lubour"  in 
Euglanil  08  little  more  than  a  third  of  the  wliole  class  of  manuul  labourers 
(2,843,000  out  of  7.78.5,000),  and  their  net  luiuiml  earnings  ftH  coiisidf-raljly  lesg 
than  a  third  of  the  aggregate  earnings  of  manual  labourers  f70,('>."jt),000  out  of 
2.')4, 7211.000).  At  any  rate  I  think  that  in  the  course  of  Mill's  discnssion  the 
very  hypothetical  character  of  the  assumption  on  which  he  is  proceeding,  rather 
dropa  out  of  his  own  luind,  and  ia  certainly  liable  to  drop  out  ol  his  reader'* 
mind.  Thus  I  observe  that,  when  he  passes  (in  chap,  xiv.)  to  treat  of  the 
difference  of  wages  in  difTerent  employments,  he  spcnltF  of  his  prcvioos  discua- 
siou  as  having  been  concerned  n-itli  the  "laws  which  govern  the  remuneration  of 
"ordinary  or  averaae  lubour."  without  any  notice  of  the  great  diffcrocee  between 
the  average  remuneration  of  labour  Renerally,  and  the  a^-erage  remuneration  of 
unskilled  labonr.  I  observe  too  that  in  the  corresponding  chapter  in  Fawoctfs 
Miinual  {Bk.  n.  ch.  iv.»,  the  doctrine  of  which  is  mainly  derived  from  Mill,  the 
treatment  of  the  ''average  rate  of  wages"  mak^a  no  reference  to  Mill's  eiprcssly 
hypothetical  procedure,  hnt  refers  apparently  to  the  average  of  actual  wagea. 
And  since  it  seems  best  to  deviate  as  little  as  possible  from  actual  facts  in  the 
asMumptions  on  which  our  reasoning  proceeds,  I  have  taken  "general  wagea"  to 
mean  the  average  remuneration  of  all  the  hxreii  labour  that  is  acCaally  supplied 
in  a  modem  civilised  community ;  afterwards,  in  §  4,  extending  the  quesCiou 
to  include  all  remnneration  of  labour. 
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that  in  such  a  couutry  as  England,  Libourers  without  any 
capital  could  not  produce  enough  to  keep  themselves  alive ; 
still,  as  capital  could  not  any  more  be  used  without  labourers,  if 
the  combination  of  the  two  produces  moro  than  is  necessary  to 
keep  the  labourers  in  efficient  condition — while  also  furnishing 
what  is  necessary  to  induce  the  owners  of  wealth  to  keep  up 
capital,  to  the  extent  required  to  make  labour  thus  productive, 
— there  is  no  general  reason  why  the  labourer  should  not  by 
free  contract  secure  a  share  of  this  extra  produce. 

Nor  can  it  even  be  maintained  that  at  any  rate  the  food, 
clothing,  &c.,  necessary  to  keep  the  labourer  in  the  most 
efficient  condition  will  give  us  a  minimum  below  which  the 
self-interest  of  employers,  if  duly  enlightened,  will  not  suffer 
wages  to  falL  This  would  no  doubt  be  true  if  the  present 
labourers  alone  were  concernetl  and  if  the  employer  could 
actually  feed,  clothe  and  shelter  his  labourers  just  as  he 
feeds,  covers  and  shelters  his  horses.  But  when  we  consider 
the  labourer  as  a  free  aud  independent  citizen,  and  also  as  the 
father  of  a  family,  spending  at  hia  own  discretion  a  consi- 
derable portion  of  his  wages  in  rearing  a  future  generation 
of  labourers,  the  case  is  altered.  Suppose  that  the  employer 
knows  that  his  labourer  is  under-fed  and  that  ha!f-a-crown  a 
week,  spent  on  nourishing  food  aud  warm  clothing,  would 
result  in  more  than  half-a-crowu's  wurth  of  extra  value  in  the 
produce  of  his  week's  labour.  It  does  not  fullow  that  it  is 
his  interest  to  give  him  the  extra  half-crown :  for  in  the  first 
place  the  labourer  may  spend  a  large  portion  of  it  in  alcoholic 
liquors,  &c.,  which  will  impair  rather  than  increase  his  efficiency; 
and  secondly  he  may  spend  a  large  portion  of  it  in  providing 
better  food  and  clothing  for  hia  family;  which  though  it  may 
be  amply  repaid  to  society  in  the  additional  efficieucy  of  the 
futxire  labourers  whom  he  is  rearing,  will  not  necessarily  aflFord 
any  pecuniary  advantage  to  the  employer  who  may  have  no  means 
of  securing  to  liiinself  any  uf  the  value  of  this  future  efficiency. 

Hence  it  is  only  under  special  circumstances — Le.  if  the 

employer  has  ade(]uate  cm[>irical  grounds  fur  believing  that  the 

higher  wages  will  actually  be  spent  in  incixjasiug  the  efficiency 

of  labourers   whom   he   will    himself  employ' — tliat   his   self- 

'  It  ia  ta  be  hoped  that  many  employers,  in  modem  cirilised  societies,  would 
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interest  alone  can  be  relied  on  to  secure  such  provision  for 
the  hiljourer  as  would  make  the  excess  of  his  produce  over  his 
consumption  a  maximum. 

§  2.  The  view  just  discussed  has  not,  so  far  as  I  kuowr, 
ever  been  adopted  by  professed  p<5litical  economists.  On  the 
contrary,  the  doctrine  which  in  1869  wtis  "presumed"  by  John 
Stuart  Mill  to  be  "found  in  every  systematic  treatise  on 
"  Political  Economy," — and  which  remains  unretracted  and 
unmodified  in  the  latest  edition  of  his  own  treatise — is  that 
currently  known  as  the  Wages-Fund  Theory,  which  appears  to 
leave  the  efficiency  of  labour  altogether  out  of  account.  The 
theory  is  stated  by  Mill  in  an  essay,  in  which  its  inadequacy 
is  admitted,  as  follows. 

"There  is  supposed  to  be  at  any  given  instant  a  sum  of 
"wealth  which  is  unconditiooally  devoted  to  the  payment 
"  of  wages.  This  sura  is  aot  regarded  as  unalterable,  for  it 
"  is  augmented  by  saving  and  increases  with  the  progress  of 
"  wealth  ;  but  it  ia  rejisoned  upon  as  at  any  given  moment  a 
"  predetermined  amount.  More  than  that  amount  it  is  assumed 
"  that  the  wages-recei\'ing  cla.s.s  cannot  po-ssibly  divide  among 
"them;  that  amount  and  no  less  they  cuunot  but  obtain.  So 
"that  the  sum  to  be  divided  being  fixed,  the  wages  of  each 
"depend  solely  on  the  divisor,  the  number  of  participauts'." 
General  wages  being  thus  dutermined,  the  determination  of 
general  profits  is  .similarly  simple :  profits  in  the  aggregate  are 
simply  the  excess  of  what  the  productive  labourers  produce 
over  what  is  required  to  replace  their  wages.  In  this  way,  as 
was  before  remarked,  the  theory  of  Distribution  comes  to  be 
treated  by  Mill  and  his  followers  as  though  it  had  but  slight 
analogy  to  the  theory  of  the  Exchange  Value  of  products. 

The  discussion  in  the  preceding  chapters  will  already  have 
shown  the  reader  that  I  do  not  adopt  this  method  of  treatment. 
But  this  view  of  wages  has  been  so  widely  accepted,  and  by 

inoar  the  extra  expenditare  in  the  case  sapposed.  even  if  the  chanoo  of  eecoring 
to  tbemselves  a  reiutinerative  share  of  the  resulting  addition  to  the  wealth  of 
the  community  did  nut  socm  qaite  worth  purolinsing  at  the  price,  on  strict 
calculations  of  probable  gain  and  loxs.  But  I  do  not  thiuk  that  vre  can  safely 
reason  on  the  assumption,  that  an  ordiaary  employer  will  be  willing'  to 
mix  philanthropy  with  bu?ine9.s  to  this  extent. 

'  Mill,  Ditt.  IV.  p.  '13,  in  a  review  of  Thornton  On  Labour. 
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%vriter3  of  so  much  authority',  that  it  seems  desirable  to  examine 
it  carefully. 

I  may  begin  by  observing  that  the  language  in  which  it  is  ex- 
pounded by  Mill  in  his  treatise  has  exposed  him  to  the  chai'ge  of 
presenting  au  arithmetical  truism  as  an  economic  law':  and,  in 
fact,  in  the  passage  (B.  II.  c.  XI.  §  1)  in  which  he  first  speaks  of 
the  wages-fund  he  seems  rather  to  describe  the  elements  of 
which  the  whole  sum  paid  in  wages  is  composed,  tlian  to  stat€ 
the  law  by  which  the  total  is  determined.  "What  may  be 
"  called  the  wages-fund  of  a  country,"  lie  says,  is  made  up  of 
"that  part  of  the  circulating  capital"  of  the  country  "which  is 
"expended  in  the  direct  purchase  of  labour,"  together  with  all 
other  funds  that  are  paid  in  exchange  of  labour.  But  obviously, 
if  we  knew  no  more  of  the  wages-fund  than  that  it  is  a  total 
thus  heterogeneously composed,  tlie  statement  that  "the  general 
"rate  of  wages  cannot  rise  but  by  an  increase  of  the  aggregate 
"funds  employed  in  hiring  labourers  or  a  diminution  in  the 
"  number  of  the  competitors  for  hire  "  would  be  as  unimportant 
as  it  is  undeniable;  it  would  be  merely  saying  that  a  quotient 
can  only  be  made  larger  by  increasing  the  dividend  or  diminish- 
ing the  divisor.  What  Mill,  however,  really  meant  was  that, 
since  the  great  majority  of  the  wage-earning  class  are  labourers 
hired  by  employers  for  a  profit,  the  amount  of  wealth  devoted 
to  the  payment  of  wages  is  mainly  detennined  by  the  "  law  of 
"increase  of  capital,"  that  is,  by  saving.  It  was  of  course  always 
recognised,  by  himself  and  his  followers,  that,  strictly  speaking, 
the  "capital"  of  which  the  increase  is  important  to  the  labourer 
is  "  only  circulating  capital  and  not  even  the  whole  of  that,  but 
"  the  part  which  is  expended  in  the  direct  purchase  of  labour." 
Notwithstanding  this,  it  was  thought  a  sufficient  approximation 
to  the  tmth  to  say  "  for  shortness"  that  "wages  depend  on  the 
"  proportion  between  population  and  capital."  Mill  certainly 
warns  his  readers  that  this  i.s  an  "  elliptical  not  a  literal  state- 
"aient":  but  it  is  stated  without  iiualification  in  the  popular 


'  Aa  I  have  noticed.  Mill  himself  partially  renounced  this  theory  (in  the 
reriew  before  quoted).  His  leadini;  disciples  hovever,  declined  to  follow  him 
in  this  renunciation.  See  Cairnes,  Sovu  Leading  PrincipUt  of  Political  Economy, 
Ft.  11.  c.  I. :  and  compare  Fawoett,  Manual  of  Political  Economy,  Ft.  n.  e.  it. 

'  Ct  Csimea,  loc.  cit. 
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manual  of  las  distinguished  disciple  Fawcett",  "  that  capital 
"is  the  fund  from  which  labtmr  is  remunerated  "...that  "wages 
"  in  the  aggregate  depend  upon  the  ratio  between  capital  and 
"  population  "...and  that  "every  Jaw  concerning  wages  must  be 
"  deduced  from  the  fuTidameotal  conception  of  a  ratio  between 
"capital  and  population,.. if  the  number  of  the  labouring 
"  population  remain  stationary  wages  cannot  rise,  unless  capital 
"  is  increased." 

Writers  who  use  such  language  as  I  have  just  quoted,  can 
hardly,  I  think,  have  clearly  recognised  how  small  a  proportion 
of  the  saved  wealth  in  any  year,  in  such  a  countr}'  a.s  England, 
takes  the  form  of  wages  of  liireil  productive  labourers.  According 
to  Mr  Giffea*,  the  "  capital  or  property  in  the  united  kingdoin  " 
may  be  taken  to  have  increased,  betvvecn  1865  and  1875,  at  the 
average  rate  of  more  than  £200,OOU,000  a  year;  while  according 
to  Professor  Levi's  estimate, — which  seems  to  be  accepted  by 
Mr  Giffen'j  who  is  generally  regarded  as  taking  an  optimistic 
view  of  the  recent  progress  of  the  working  classes  in  wealth — 
the  average  annual  increment  in  the  aggregate  earnings  of  the 
working  classes  during  the  same  period  can  hardly  have 
amounted  to  one  fifteenth  of  this  sura*.  Hence — making  all 
allowance  for  the  large  conjectural  element  that  inevitably 
enters  into  these  statistical  calculations — it  is  clear  that  a  mere 
knowledge  of  the  total  amount  of  capital  saved  within  any 
period  ia  no  guide  at  all  to  the  increment  received  by  the 
"wages-fund  within  the  same  period  :  everything  depends  on 
determining  the  proportion  in  which  savings  tend  to  be  divided 
between  wages  and  other  capital.  This  point  is  discussed  by 
Cairnes,  in  his  development  of  Mill's  doctrine'.     His  view  is 

*  Manual  of  Political  Economi/,  Book  u.  c.  iv. 

'  Essay  viL  in  his  Kmiaijs  in  Finance  (First  Series),  p.  177,  I  ought  to 
mentiou  that  Mr  Gifleri's  estimate  incltiiles  foreign  iuTestments. 

'  See  Ktmijt  in  Finance,  Second  S«rie8,  Essay  xi.  p.  433:  and  Prof.  Levi's 
n'agei  and  Eamingii  of  the  Working  Claues  (1885),  p.  4. 

*  Prof.  Levi  eBtiniatea  the  increase  at  103  millions  for  the  whole  period  from 
1807  to  18a4;  but  aa  Mr  (i'lBen  reinnrka,  there  was  probably  little  increase 
in  money  wages  between  1873  and  188't. 

'  Some  Leading  Princijitci,  Part  ii.  e.  i.  g  8.  Caimea  afterwards  recognises 
(/.  r.  §  9)  that  the  '■  industriiil  development  of  a  progressive  community  follows 
'•a  wtU-de&ued  course,"  according  to  which  a  constant  growth  of  the  national 
"capital  is  accompanied  with  a  nearly  equally  constant  dceline  in  the  pro- 
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that — assuming  thi^  cundition  of  the  arts  of  industry  to  remain 
unchanged — the  pioportioii  bi*rue  to  hibour  by  industrial  capital 
that  is  not  wages  is  deterniiaed  by  the  nature  of  the  national 
industries,  so  as  not  to  vary  with  the  rate  of  wages:  from  which 
it  follows  that,  if  the  industrial  capital  iuvestfd  in  England  in 
any  year  were  increased  by  100  inilliras  while  labour  remained 
stationary,  the  whole  100  millions  would  be  added  to  the 
wages-fund,  and  profits  and  interest — according  to  Cairne.s' 
argument' — would  be  correspondingly  reduced. 

This  consequence  is,  I  think,  suflicicutly  pamdoxical  to 
point  us  to  the  error  in  the  premises  from  whiuji  it  fullows. 
It  is  unwarrantable  to  a.ssume,  as  Cairnes  implicitly  does,  that 
the  industrial  demand  for  capital  other  than  wages  will  not  be 
extended  by  a  fall  in  the  price  paid  for  the  commodity  demande*!. 
Both  general  analogy  and  specific  experience  would  lead  us, 
I  think,  to  the  contrary  assumption  that,  given  the  extent 
of  the  industrial  demand  fur  capital,  the  amount  that  may 
be  profitably  employed  in  aid  of  labour  will  not  be  a  fixed 
quantity;  but  will  tend  to  bo  greater  or  less  as  the  rate  of 
interest  falls  or  rises'.  It  follows  that  if  we  suppose  an 
increase  to  take  place  in  the  proportion  of  total  capital  to 
number  of  labourers,  other  things  remaining  unchanged,  in 
consequence  of  which  the  rate  of  wages  begins  to  rise  and 
the  rate  of  interest  to  fall,  we  must  also  suppose,  as  a 
concomitant  eftect,  an  increase  in  the  proportion  of  'uot-wages' 
or  'auxiliary'  capital  to  labour.  And  again,  from  this  increase 
in  the  aid  rendered  by  capital  to  labour,  we  must  further  infer 
an  increase  in  the  average  productiveness  of  labour,  and  there- 
fore in  the  annual  produce.  Hence  the  increase  in  the  wagea- 
fund  that  accompanies  the  increase  in  the  'uot-wages'  capital 

"portion  of  this  capital  which  goes  to  suppfvrt  labour."  But  he  treats  this 
chsnge  as  "the  Inevitable  conacquenco  of  the  progrpss  of  the  induHtrial  arte"  ; 
he  does  not  snywhuie  recognise  that  the  mere  increase  of  capilal  throni^h 
Having  muat  have  a  certain  tendency  to  produce  this  result,  iti(k-|]eiidently  of 
any  obongo  in  the  arts  of  industry. 

>  Cairnes  does  not  suggest  that  the  personal  efficiency  of  the  labourers  will 
he  increased  by  the  extra  wages.  Nor  is  there  any  ground  for  supposinK  that 
this  would  geoerally  be  the  case  to  an  extent  sufficient  to  yield  anytliing  lilia 
100  milliona'  worth  of  extra  produce. 

'  This  assumption  was  accordingly  nuuie  in  treating  of  Interest  in  oh.  vi. 
p.  270. 
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will  not  be  taken  entirely,  nor  perhaps  even  chiefly,  out  of  the 
shares  of  other  members  of  the  community.  Nay,  further, 
when  we  are  considering  the  matter  from  a  purely  abstract 
point  of  view,  and  not  in  relation  to  the  special  circumstinces 
of  a  crowded  country  like  England,  we  must  not  exclude  the 
possibility  that  new  inveAments  may  tend  on  the  average  to 
enlarge  the  field  of  profitable  employment  for  capital  in  some 
ways  as  much  as  they  contract  it  in  others;  so  that,  in  fact,  the 
increase  of  capital  may  increase  the  efficiency  of  labour  in  as 
;at  a  degree  as  it  increases  the  wages-fund  ;  and  thus  not 
ijause  any  perraanent  fall  in  the  rate  of  interest'.  But,  again,  if 
auycliange  in  the  arts  should  increase  the  demand  for  auxiliary 
capital,  it  is  possible — as  Mill  himself  elsewhere  points  out' — 
that  the  amount  spent  by  capitalists  in  wages  may  even 
diminish  temporarily,  while  the  total  capital  of  the  community 
increases;  in  consequence  of  an  extensive  "conversion  of  circu- 
"  lating  into  fixed  capital" 

If  this  reasoning  be  sound,  it  is  manifest  that  we  cannot 
regard  the  rate  of  wages  as  determined  merely  by  taking  the 
"ratio  between  capital  and  population  ;"  since  this  alone  helps 
us  but  little  towards  ascertaining  the  ratio  between  wages-fund 
and  population. 

§  3.  So  far  I  have  endeavoured  to  show  the  inadequacy 
of  the  "  wages-fund  theory,"  without  expressly  rejecting  the 
common  view,  according  to  which  a  portion  of  the  capital  of 
employers  is  conceived,  while  remaining  capital,  to  take  the 
form  of  wages  of  productive  labour.  But  this  view  seems  to 
me  confused  and  erroneous.  In  a  certain  sense,  no  doubt, 
wages  are  normally  paiii  out  of  capital ;  but  not  in  any 
other  sense  than  that  in  which  interest  and  rent  are  paid  out 
of  capital.  A  certain  portion  of  capital  is  always — to  use 
Bagehot's  tenns — ^"  remuueratory  "  and  not  directly'  auxiliary 
in  its   nature :    that   is,   it   does   not   consist   of    instruments 

1  In  this  caPC  the  limit  for  cftch  euiplojer  of  the  amooDt  of  capital  cmplojed 
wonld  be  det«nnined  not  by  decrease  in  proapective  profit,  but  by  iaoroase 
in  disftdvantages  of  borrowing. 

'  Book  I.  cb.  VI.  §  2. 

>  I  have  before  explaiiipd  in  what  senec  and  to  what  extent  BtoclcB  of  finished 
good»  may  be  broogbt  undt^  iLe  general  conceplion  of  auxiliary  capital.  See 
Book  I.  ch.  V.  §  6. 
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that  make  labour  more  efficient,  but  of  finished  products, 
destined  for  the  consumption  of  labourers  and  others.  This 
part  of  capital  coiitiiuialty  becomes  real  wages  (as  well  as  real 
profits,  interest  and  rent)  being  purchased  by  the  labourer  with 
the  money  wages  he  receives  from  time  to  time.  But  it  ia 
not  therefore  correct  to  regard  the  real  wages  as  employer's 
capital  "advanced"  to  the  labourer.  The  transaction  between 
the  two  is  essentially  a  purchase  by  the  employer  of  the 
result  of  a  week's  labour,  which  thereby  becomes  a  ])art  of  the 
employer's  capital ;  and  he  may  be  conceived — if  we  omit 
for  simplicity's  sake  the  medium  of  exchange — to  give  the 
labourer  in  return  some  of  the  finisheti  product  of  hia  in- 
dustry. When  this  transaction  is  complete  a  portion  of 
the  capit-al  of  the  country  has  undergone  one  of  the  trans- 
formations through  which  capital  is  continually  passing ;  and 
exists  now  in  the  form  of  the  results  of  a  week's  labour,  having 
previously  existed  in  the  form  of  finished  but  unsold  products — 
viz.  the  food,  fuel  &c.  that  pass  into  the  consumption  of  the 
labourers — ;  wlule  by  the  same  transaction  the  labourer  has 
obtaiued  a  share  of  the  produce  of  industry  in  return  for  his 
labour.  This  seems  to  be  the  only  clear  and  consistent  view 
that  can  be  taken  of  the  payment  of  wages,  according  to  the 
line  before  drawn  between  "capital"  and  "produce":  which 
line,  again,  appeared  to  be  the  only  one  by  which  we  could 
make  precise  the  meaning  commonly  attached  to  the  two  terms. 
Economists  who  have  not  adopted  this  view  are  liable  to 
fluctuate  confusingly  between  two  unreconciled  conceptions  of 
wages;  at  one  time  speaking  of  them  as  "paid  out  of  capital,'' 
whilst  at  another  time  calling  them  the  labourers*  "share  of  the 
"annual  produce  of  labour  and  capital,"  and  implying  in  this 
and  other  phrases  that  "capital"  and  "produce"  are  two  distinct 
portions  of  wealth.  This  confusion  seems  to  be  best  avoided  by 
conaidering  the  utilities  that  result  from  hired  productive 
labour — whether  "embodied"  in  ploughed  land,  mown  hay, 
half-finished  manufactures,  or  any  other  form — as  constituting 
the  real  capital  of  the  employer  who  purchases  them;  and  the 
commodities  that  continually  pass  iuto  tbe  consumption  of  the 
labourers  as  their  share  of  the  produce. 

"  Remuneratory   capital,"   in    short,  docs    not    remunerate 


304 


TUB  REMUNERATION  OF  LABOUR.        [Book  II. 


while  it  remains  capital — at  least  wliile  it  reinains  the  capital 
of  the  employer'.  We  have  therefore  uo  reasou  to  regard 
each  addition  to  the  total  stock  of  capital  in  the  country  as 
necessarily  coutaining  an  addition  to  the  wages-fund  ;  but  only 
as  tending  to  increase  wages  indirectly  so  far  as  it  (1)  increases 
aggregate  produce  by  supplying  industry  with  additional  in- 
Btruments,  and  (2)  increases  the  labourers'  share  of  produce,  ia 
consequence  of  the  lower  rate  of  interest  obtained  on  the  in- 
creased supply  of  capital'. 

The  adoption  of  the  other  view  proceeds  partly — like  so  many 
other  economic  errors — from  a  one-sided  attention  to  the  more 
obvious  and  striking  results  of  investing  capital.  It  is  of  course 
true  that  when  a  new  investment  of  capital  is  made,  a  large 
portion  of  the  money  employed  is  generally  paid  in  wages  to 
labourers ;  and  the  inference  is  natural,  that  if  it  were  not  for 
this  investment,  the  labourers  in  question  would  not  be  re- 
ceiving wages  during  the  period  in  which  the  process  of  in- 
vestment  is  going  on.  But  the  itifercnce  is  mistaken ;  for  we 
must  assume,  speaking  broadly  and  generally,  that  the  labourers 
if  not  employed  in  this  way,  would  be  earning  a  share  of  the 
produce—though  a  somewhat  smaller  share — in  aorae  other 
work.  It  is  possible  indeed  that  some  of  them  would  have  been 
idle  ;  and  uo  doubt  tJie  sudden  cessation  or  depression  of  any 
particular  branch  of  industry  would  throw  many  labourers  out 
of  work  ;  so  that,  under  certain  circumstances,  the  withdrawal  of 
a  given  amount  of  capital  might  conceivably  involve  a  diminu- 
tion in  the  real  wages  of  the  employed  not  much  less  in  cxteut. 
But  this  result  is  very  exceptional :  and,  so  far  as  it  occurs, 
the  loss  thus  caused  to  the  labourers  should  be  regarded  as  a 
transient  result  of  the  disorganisation  of  industry,  not  a  per- 
manent consequence  of  tlie  dinunution  in  the  amount  of  capital. 
Speaking  generally,  there  ia  no  reason  for  supposing  that  a 
larger  percentage  of  labourers  will,  on  the  average,  be  unem- 
ployed in  a  community  with  small  capita!  than  in  one  with 
large ;  only  in  the  former  their  labour  will  tend  to  be  cetena 


I  It  may  of  oourse  become  capital — eBpecially  "eonanmera'  cApital" — in  th« 
labourers'  ponsession. 

*  It  should  bo  observed  that  these  re«ulta  will  only  follow  if  the  iacrcMM 
of  capital  is  in  excras  of  any  increased  field  for  its  emplojmifnt. 
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paribus  less  productive,  and  their  commauil  over  the  necessaries 
and  conveniences  of  life  will  genernllj  be  less  in  consequence'. 

The  view  that  the  amount  of  wages  received  by  hired 
labourers  is  completely  determined  by  the  saving  of  capitalists 
and  the  number  of  such  labourers  has,  however,  another  source : 
it  partly  arises  from  a  hasty  application  of  tlie  elementary  truth 
that  the  labourer  must  be  supported  on  the  produce  of  previous 
labour.  It  is  incontrovertible  that  the  ploughman  in  December 
cannot  be  fed  on  the  corn  to  be  reaped  next  harvest:  but  it 
does  not  therefore  follow  that  the  share  of  last  year's  corn  whicli 
falls  to  ploughmen  or  labourers  generally  is  strictly  limited. 
The  commodities  consumed  by  hired  labourers — or  even  by 
manual  labourers — are  not  divided  by  a  sharp  line  from  those 
[Consumed  by  other  classes :  hence  any  cause  tending  to  increase 
the  reward  of  labour  generally  at  the  expense  of  interest  or 
rent — or  the  remuneration  of  manual  labourers  at  the  expense 
partly  of  other  labourers — would  not  be  prevented  from  having 
some  effect  at  once  by  the  fact  that  the  existing  stocks  of 
finished  goods  are  adapted  for  a  different  distribution  of  pro- 
duce :  though  probably  a  part  of  its  cflect  would  be  temporarily 
absorbed  in  causing  a  rise  in  the  market-value  of  the  com- 
modities which  such  labourers  chiefly  consume. 

§  4.  How  then  is  the  amount  of  the  produce  that  falls  to 
labour,  competitively  determined  ?  if  a  mere  consideration  of 
the  luimeiical  ratio  between  amount  of  ciipital  and  number  of 

Again,  it  is  of  course  true  that  if  wages  ritie  the  capitalist  employers  have 

'  to  spend  a  larger  sum  in  purchasing  the  results  of  a  given  amount  of  labour ; 

but  then  since  these  results  have,  by  supposition,  risen  in  market  value,  their 

capital  (estimated  at  its  market  value)  is  correspondingly  increased.    That  thus 

the  capitalists'  wealth  is  not  decreased,  while  the  labourers'  is  increased,  by  a 

simple  exchange  of  equivalents,  is  certainly  a  paradoxical  result ;  but  I  have 

already  noticed  that  this  paradox  is  an   inevitable  consequence  of  measuring 

Producers'  and  Consumprs'  -wealth  together  by  a  common  standard.    In  fact  the 

capitalists'  increase  of  nominal  tvealtli  is  greaiiT  than  has  just  been  indicated; 

since  they  will  obtain  an  equal  rise  in  value  on  all  Fiimilar  results  of  labour 

which  they  have  previously  purchased,  so  far  as  their  value  depends  on  the  cost 

of  rep«»dfflction.     No  doubt,  if  the  labour  grown   doarer  is  not  really  mora 

rCfBcient,  their  nominally  increased  capital  may  not   bring  them  in  any  more 

L  income.    But  this  result  will  not  surprise  us  when  we  reflect  that,  if  the  labour 

[■grown  dearer  is  not  more  produclivo,  the  rise  in  wages  must  involve  a  fall  in 

i  interest;  and  it  is  implied  in  the  very  notion  of  a  fall  in  interest  that  a  larger 

amount  of  capital  is  re<iuired  to  bring  in  a  given  income. 

s.  P.  E.  20 
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labourers  does  not  help  us  to  determine  it.  In  answering  this 
question  it  seems  to  me  best  to  include  in  the  notion  of  the 
labour  to  be  remunerated  the  esertionSj  intellectual  and  mus- 
cular, of  the  eniplojer  no  less  than  those  of  his  employees. 
The  chief  reason  why  this  course  is  not  commonly  adopted  by 
Eiiglisli  economists  seems  to  be  that  the  remuneration  of  the 
erapliiyer's  exertions,  so  far  as  he  employs  his  own  capital,  is 
actually  received  by  him  mixed  up  with  the  returns  to  his 
capital,  and  can  only  be  artificially  distinguished  from  it  by 
economic  analysis;  so  that  this  composite  employer's  share  is 
in  ordinary  thought  obviously  contrasted  with  the  share  of  the 
employed,  as  tending  to  rise  Avhen  the  latter  falls  and  vice  vend. 
And  certainly  it  cannot  be  denied  that  the  interests  of  em- 
ployers are  so  far  opposed  to  those  of  their  employees,  that  an 
increase  due  to  certain  causes  in  the  share  of  either  class  tends 
to  be  accompanied  by  a  decrease  in  the  share  of  tho  other.  But 
this  in  no  way  places  the  former  class  in  an  exceptional  position: 
since  similar  oppositions  are  continually  liable  to  occur  between 
the  pecuniary  interests  of  different  groups  of  hired  workers,  em- 
ployed in  the  production  of  competing  commodities.  And  there 
is  a  class  of  hired  workera — managers  of  j(jint-stock  companies, 
or  even  of  private  industrial  establishments, — who  do  almost 
exactly  the  same  kind  of  work  as  many  capitalist  employers  ; 
and  if,  as  is  very  likely,  such  a  manajjer  has  capital  invested 
somewhere  else,  he  is  practically  induced  to  remain  a  manager, 
instead  of  setting  up  on  his  own  account,  by  the  consideration 
that  he  will  be  better  remunerated  for  his  labour  in  the  former 
position  than  in  the  latter. 

It  may  be  urged,  however,  that  the  ascertainment  of  the 
amount  of  an  aggregate,  in  which  we  lump  together  the  earnings 
of  employers  and  emplnycd,  will  not  really  answer  any  question 
of  practical  interest ;  for  what  both  labotirers  and  employers  are 
conceraed  to  know  is  the  amount  of  remuneration  that  the  two 
classes  respectively  may  look  for,  not  the  amount  of  produce 
that  is  somehow  to  be  divided  among  them.  But  similarly  any 
particular  labourer  is  only  concerned  with  the  averag^e  wages  of 
tlie  whole  aggregate  of  hired  labourers  in  a  very  indirect  way; 
so  far,  that  is,  as  changes  in  this  average  rate  may  be  expected 
to  extend  their  efifects  to  the  particular  braach  of  industry  to 
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which  he  belongs.  And  in  the  same  way  he  is  indirectly 
concerned,  in  only  a  slightly  additional  degree  of  remoteness, 
with  the  remuneration  of  the  aggregate  labour  of  the  society  of 
which  he  is  a  member.  Aud  there  is  no  adequate  reason  for 
makiug  a  separate  aggregate  of  the  wages  of  hired  labourers: 
since — if  we  suppose  free  competition  excluding  combination — 
the  remuneration  of  labourers  paid  by  employers,  so  tiiat  the 
results  of  their  labour  become  a  portion  of  the  employer's  capital, 
is  not  determined  in  a  manner  essentuiUif  ditl'ereut  from  the 
remuneration  of  labourers  who  work  on  their  own  account  and 
are  directly  paid  by  consumers:  except  that  in  the  latter  case 
the  worker  is  cuminoidy  paid  later  and  therefore  his  remunera- 
tiou  must  ceteris  paribus  be  increased  by  interest  proportioned 
to  the  interval  that  he  has  to  wait  for  payment'. 

The  chief  advantage  of  considering  first  the  reward  of  all 
labour  taken  in  the  aggregate  is  that  it  brings  into  prominence 
an  clement  in  the  wages-problem  which  the  discussion  of 
particular  wages  is  apt  to  leave  iu  the  background.  When  we 
are  considering  variations  in  the  wages  of  this  or  that  group  of 
labourers  we  commonly  assume,  as  it  is  convenient  to  do,  that 
the  real  contribution  of  these  labourers  to  the  whole  produce  of 
the  community  is  given,  and  that  what  we  are  concerned  to 
investigate  is  merely  the  variation  in  the  amount  of  the 
equivalent  that  society  is  willing  to  give  them  for  this  con 
tribution.     But  when  wc  are  considering  the  reward  of  labour 


'  This  will  perhaps  become  clearer  if  vre  consider  a  simple  hypothetical  case. 
Let  aa  Buppo.sc  lliAt  a  group  of  carpenters,  working  each  on  bin  own  account 
and  receiving  payment  from  cnBtomem,  agree  to  throw  their  private  stocks  of 
materials,  instruments  and  half-finished  goods  into  a  common  stock,  under  on« 
management.  Let  us  assume  for  simplicity  that  the  niana(;er  is  just  worth  his 
wages :  i.e.  that  whatever  he  gets  as  salary  is  balanced  by  the  saving  he  effects 
tiiroogh  better  organization  of  labour  and  purchase  of  materials  on  a  larger 
scale.  Then,  other  things  romaiiiiug  the  Eame,  the  other  carpenters  will 
obviously  earn  precisely  what  they  earned  before.  Let  us  now  further  suppos« 
that  this  aggregated  capital  becomes  the  property  of  tho  manager:  he  will  of 
course  claim  to  receive  interest  on  it  (including  LDsurance  against  ri»k)  and  the 
incomes  of  the  other  carpenters  will  be  projiortiontttely  diminished:  but  there  ia 
no  reason  why  the  part  of  their  earnings  which  wa.s  strictly  remuneration  of 
labour  should  not  renmin  the  same  as  before.  It  is  cli^ar  therefore  tbat  the 
mere  transfer  of  a  number  of  inde|)endent  workers  to  the  class  of  hired  labourers 
will  not  neeeitarilif  produce  any  eSect  on  the  aggregate  remnneration  of  manual 
labourers. 
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in  the  aggregate,  it  is  obvious  tbat  it  tends  to  Le  increased, 
ceteris  paiHbus,  by  any  cause  tbat  tends  to  make  labour  more 
efficient.  Labour  in  the  aggregate  gets  what  it  produces; 
after  subtracting  the  price  that  it  has  to  pay  fur  the  use  of  the 
results  of  previous  labour,  and  whatever  has  to  be  paid  for  the 
use  of  land,  or  other  portions  of  man's  materia!  environment, 
beyond  ordinary  interest  on  what  it  would  have  cost — in  the 
present  state  of  the  arts  of  industry — to  bring  such  portions  of 
matter  from  tlieir  origiual  condition  to  their  present  degree  of 
adaptation  to  human  uses.  Consequently  in  the  determination 
of  Interest  and  Rent,  as  expounded  in  the  two.  previous 
cbaptere,  we  have  by  implication  indicated  how  the  remunera- 
tion of  labour  in  the  aggregate  is  determined ;  so  far  as  the 
quantity  and  quality  of  the  labour  is  assumed  to  be  given 
independently  of  its  remuneration. 

Accordingly,  while  I  hold,  with  English  economists  generally 
that, — in  such  a  country  as  England, — thia  reuuineration  tends, 
other  things  being  equal,  to  bear  a  smaller  proportion  to  the 
total  number  of  labourers  as  that  number  increases,  I  should 
yet  state  the  reasons  for  this  conclusion  (|uitc  differently  from 
those  who  adopt  the  "wages  fund"  dootriue,  and  who  determine 
wages  simply  by  the  arithmetical  ratio  between  capital  and 
population.  In  my  view  tbis  result  is  due  to  the  fact  that  an 
increase  in  the  number  of  labourers  will  tend  to  raise  the 
industrial  demand  for  the  aid  of  capital,  and  therefore  to 
increase  the  portion  of  the  total  produce  paid  for  the  use  of  a 
given  amount  of  capital ;  at  the  same  time  the  proportion  of 
total  produce  to  the  number  of  labourers  will  tend  to  be  less, 
as  the  decreased  utility  of  the  additional  labour,  in  a  thickly 
populated  country,  is  not  likely  to  be  compensated  by  the  gain 
in  etHcicncy  from  the  increased  advantages  of  cooperation' ; 
while,  again,  the  owners  of  land,  and  any  other  employers  whose 
capital  is  partially  exempted  from  competition,  are  likely  to 
absorb  a  considerable  share  of  this  latter  gain.  On  tliis  latter 
ground,  again,  even  if  capital  increases  pari  passu  with  labour, 
the  reward  of  labour  will  tend  to  decrease  in  such  a  country  as 

'  On  account  oC  tliis  loss  tlirougb  crowding  it  is  of  course  posBible  that 
iot«reat  ma;^  not  actually  rise  cvca  tboagh  the  average  rcmunoratioa  of  labour 
falls. 
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Englanil,  as  its  quantity  increases ;  unless  some  improvement 
takea  place, — through  invention,  education,  or  otherwise, — in 
the  average  productiveness  of  the  cnpital-aidftl  labour.  On  tho 
other  hand  any  such  improvement  is  on  the  whole  likely  to 
increase  the  labourers'  siiarc  of  tht;  produce;  thougli  it  should 
be  observed  that  different  kinds  of  improvement  operate  in 
very  different  modes  and  degrees  to  bring  about  this  result. 

In  the  first  place,  improvements  in  the  physical,  moral,  or 
intellectual  <pialitie9  of  labourers  tend  to  increase  the  share  of 
the  produce  that  falls  to  labour,  leaving  the  share  of  capital 
unaltered ;  e.Kcept  ao  far  as  they  also  increase  tho  advantage 
which  industry  derives  from  the  use  of  capital,  by  rendering 
the  labourer  more  adapted  for  processes  in  which  much  capital 
is  used.  So  far  as  this  latter  result  accompanies  the  increase  in 
the  labourer's  personal  efficiency,  a  certain  share  of  the  increased 
produce  will  fall  to  the  owner  of  capital  as  such.  Similarly, 
labour  in  the  aggregate  tends  to  gain  by  all  inventiona  that 
economize  the  labour  necessary  to  produce  a  given  utility, — 
Avhether  they  are  discoveries  of  uew  processes  in  industry  or  new 
lines  of  trade — if  they  do  not  involve  the  use  of  an  increased 
amount  of  capital;  though  the  immediate  result  of  such  in- 
ventiona is  likely  to  be  detrimental  to  some  labourers  by 
rendering  their  acquired  skill  less  useful,  and — possibly — by 
lowering  the  price  of  certain  products  more  than  can  be  made 
up  by  the  consequent  extension  of  the  demand  for  them. 
Hitherto,  however,  the  great  majority  of  inventions  have  created 
a  demand  for  additional  capital ;  and  in  this  case  it  is  conceiv- 
able that,  owing  to  the  consequent  rise  in  the  rate  of  interest 
'the  owners  of  capital  generally  may  obtain  an  addition  to  their 
share  exceeding  the  whole  extra  produce  due  to  the  invention. 
In  this  way  we  reach  the  conclusion  that  the  introduction  of 
machinery,  though  profitable  to  the  community  taken  as  a  whole, 
may  conceivably,  in  a  state  of  free  competition,  be  temporarily 
injurious  to  the  interests  of  all  members  of  the  community  who 
are  not  owners  of  capital.  This  conclusion  however  has  little 
practical  application ;  most  important  inventions,  while  in- 
creasing the  field  of  employment  for  capital,  have  at  the  same 
time  effected  a  saving  of  expense  to  the  community  much 
greater  than  the  addition  they  have  caused  to  the  capitalists* 
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share  of  the  produce.  Still  the  essential  difference,  from  the 
labourers'  poiut  of  view,  between  inventions  that  merely  econo- 
mize labour  without  requiring  extra  capital,  and  those  that 
enlai-ge  the  field  of  employment  for  capital,  should  be  carefully 
noted. 

§  5.  So  i-AV  we  have  supposed  the  quantity  and  quality  of 
labour  to  be  given  independently  of  its  remuneration :  but  it  is 
necessary,  in  order  to  complete  our  view  of  the  causes  deter- 
mining the  rem  u  tie  rat  ion  of  labour  generally,  to  take  into  account 
the  extent  to  which  the  supply  of  labour  is  itself  affected  by  its 
rerautieration,  and  examine  the  reaction  on  the  price  of  labour 
of  this  influence  exercised  by  price  on  supply.  For  clearness 
■we  will,  at  first,  confine  our  attention  to  the  influence  exercised 
on  the  number  of  labourers ;  supposing  for  the  present  that  the 
quantity  of  labour  supplied  by  each  labourer,  and  its  quality, 
remain  unchanged.  As  we  liave  before  observed,  the  quantity 
of  labour  in  a  community  may  vary  independently  of  any 
variations  in  the  aggregate  of  its  population,  from  changes  in 
the  proportion  of  workers  to  non-workers.  Such  changes  actually 
occur  to  an  extent  not  unimportant,  and  are  often  at  least  partly 
due  to  variations  in  wages:  but  I  do  not  think  that  we  can  say 
generally  that  a  rise  or  fall  in  the  price  of  labour  has  a  definite 
uniform  tendency  to  increase  or  diminish  the  number  of  workers 
supplied  by  a  fixed  quantity  of  population.  We  will  accordingly 
confine  our  consideration  primarily  to  the  influence  of  high  or 
low  wages  on  the  increase  or  decrease  of  population  in  the 
aggregate ;  only  taking  note  of  the  effect  on  the  proportion  of 
workers  to  non-workers,  so  far  as  this  is  inseparable  from  the 
effect  on  aggregate  population. 

We  uiny  begin  by  noticing  an  important  case  in  which  the 
action  of  price  on  supply  may  be  neglected  without  material 
error,  in  investigating  the  determination  of  wages — the  case, 
namely  of  a  thiuly-peopled  peaceful  country,  cultivated,  as  a 
new  colony  is,  by  methods  belonging  to  the  most  advanced 
stage  of  industry.  Here  no  considerable  number  of  persons  are 
prevented  from  marrying  by  lowness  of  wages ;  and  there- 
fore, so  far  as  native  labour  is  concerned,  supply  may  pro- 
perly be  treated  as  independent  of  price.  Still  even  in  such 
&  country  the  total  supply  of  labour  will  actually  depend  to 


Chap.  VIII.]    tUE  REMUyERATIOX  OF  LABOUR. 


Sll 


some  extent  on  immigration ;  and  this  will  be  affected  by  the 
rate  of  wages — thougii  probably  not  to  an  extent  sufficient  to 
react  materially  on  the  rate  itself.  But  in  u  thickly-peopled 
country — according  to  the  view  of  the  laws  of  population  as 
taken  in  Book  I.' — we  must  regard  the  lowness  of  the  real 
reward  of  labour  as  a  continually  active  check  to  tho  iucrea.se 
of  population ;  the  force  of  which  is  no  doubt  diminished,  but 
not  actually  removed,  by  emigration  to  other  countries  whcie 
the  wages  of  labour  are  higher. 

The  check,  as  we  have  already  seen,  is  actually  applied  in 
several  very  dift'erent  ways ;  thus  in  England,  among  the  upper 
classes  of  labourers,  it  takes  almost  solely  the  form  of  abstinence 
— prudent  or  vicious — from  matrimony;  while  lower  down  in 
the  social  scale  the  "  preventive  "  check  is  probably  less  operative 
than   the    "  positive " :    i.e.    the   restriction  of  number  results 
partly    from    the   shortening   of   the   lives   of  adults  through 
unhealthy  occupations  or  diseases  caused  or  aggravated  by  au 
insufficient  supply  of  necessaries,  but  chiefly  from  the  mortality 
among    young   children   in   consequence  either  of  insufficient 
provision  of  necessariesi.  or  of  the  absence  of  due  maternal  care, 
in  case  the  mother  of  tho  family  has  to  earn  wages  for  its 
support.    In  other  countries,  again,  the  reduction  is  believed  to  be 
largely  effected  by  voluntary  limitation  of  the  number  of  children 
in  a  family.     However,  in  one  way  or  another,  it  may  be  laid 
down  that  an  effective  check  is  exercised  on  the  great  majority 
of  labourers  in  all  European  countries  by  the  actual  lowness  of 
the  remuneration  of  labour:  and  under  such  circumstances  it  is 
evident  that,  if  the  earnings  of  labour  generally  rise,  tho  force  of 
the  check  will  tend  to  be  diminished,  and  a  stimulus  given  to 
population  of  which  the  ultimate  tendency  will  be  to  lower  the 
remuneration  of    labour  again.      Similarly,  any  fall  in   this 
remuneration  tends,  by  making  the  check  more  stringent  and 
so  reducing  population,  to  cause  a  corapen.satory  rise  hereafter. 
In  either  case,  too,  the  temporary  variation  in  the  reward  of 
labour,  being  partly  absorbed  by  a  change  in  the  number  of 
non- workers  re«{uiring  to  be  supported  by  the  workers,  is  pre- 
vented from  affecting  proportionally  tho  style  of  living  of  any 
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class'.  And  if  we  could  take  as  approximately  constant 
the  average  staudard  of  household  expenditure  in  each 
of  the  higher  grades  of  labourers, — the  araouut  of  income  on 
which  persons  of  average  prudence  would  thiuk  themselves 
justified  in  marrying — then  so  long  as  population  was  effec- 
tively checked  by  want  of  means,  this  habitual  standard 
would  give  us  a  nnrmal  rate  of  remuneration  in  each  class 
round  which  the  actual  remuneration  would  slowly  oscillate, 
just  as  the  market-value  of  a  material  product  oscillates  about 
its  cost  of  production.  In  fact  we  might  regard  this  habitual 
standard  as,  so  to  say,  a  'Quasi-cost'  of  Production  of  labour; 
being  as  closely  analogous  to  the  cost  of  production  of  a  mate- 
rial product  as  is  compatible  with  the  labourer's  freedoni  of  choice. 

But  this  supposition  is  only  useful  to  facilitate  our  general 
conception  of  the  mutual  iuHuence  uf  Suppl)'  and  licrauneration 
of  labour:  since  there  is,  in  fact,  no  such  rigid  fixity  in  the 
standards  of  living  customary  in  different  social  grades.  If  in 
the  ordinary  reniuneratiou  of  any  class  of  labourers,  whose  real- 
remuneration  enables  them  to  consume  considerably  more  than 
the  mere  necessaries  of  life,  a  fall  takes  place  from  which  they 
cannot  be  relieved  to  any  material  extent  by  industrial  com- 
petition, we  can  hardly  doubt  that  it  will  partly  have  the  effect 
of  lowering  the  standard  of  living;  and  similarly  a  temporary 
rise  in  the  market  price  of  such  labour  will  have  a  certain 
tendency  to  raise  along  with  it  the  "Quasi-cost  of  Production  " 
of  the  labour  in  question.  Hence  we  caimot  say  that  the 
'standards  of  comfort'  uf  such  classes  tend  to  give  us  a  definite 
normal  rate  of  remuneration  in  each  class  ;  but  merely  that  they 
tend  to  some  extent  to  counteract  the  causes  operating,  at  any 
given  time  and  place,  to  alter  the  amount  of  produce  com- 
petitively allotted  to  labour. 

The  Ricardian  conception,  however,  of  a  '  natural '  rate  of 
wages,  to  whicli  the  actual  rate  tends  to  return  after  any  casual 
fluctuations,  is  more  plausible  as  applied  to  any  class  of  labourers 
whose  numbers  are  mainly  kept  down  by  the  difficulty  of  procur- 
ing for  their  households,  in  sufficient  quantity  and  quality,  such 

'  The  causes  that  tend  to  niaintain  dillGrent  grades  of  lubonrers  with 
different  standards  nf  comfort,  even  iu  a  society  where  competition  is  unre- 
stricted, will  bo  discussed  iu  the  foUnwing  chapter. 


Chap.  VIII.J     THE  REMUNERATlOy  OF  LABOUR. 


318 


necessaries  aa  food,  clothing,  fuel  and  house-room;  since  it  would 
seem  that  any  reduction  in  the  wages  of  such  a  class  must  tend  to 
cause  a  decline  in  their  numbers  from  insufficient  nutrition  ;  and, 
correspondingly  that  a  rise  in  the  wages  of  such  labourers  would 
have  a  stronger  tendency  than  it  would  in  the  case  of  any  other 
class  to  cause  a  subsequent  increase  in  the  supply  of  labourers 
and  so  cetens  paribus  to  depress  wages  again.  And  I  certainly 
think  that  the  Ricardian  doctrine  would  hold  good  in  this  case, 
if  the  effect  of  private  almsgiving  and  public  poor-relief  could 
be  left  out  of  account,  and  if  we  could  assume  that  the  class 
in  question  had  substantially  to  keep  up  its  own  numbers. 
But  I  doubt  its  applicability  to  the  conditions  determining  the 
lowest  rate  of  remuneration  of  labour  in  England  at  the  present 
time.  For  (1)  the  worst-paid  labour  of  all  is  that  of  classes  in 
large  towns  which  are  partly  kept  up  by  the  economic  degrada- 
tion of  members  of  other  classes;  and  (2)  the  actual  effect  of 
almsgiving  and  public  poor-relief  in  preventing  absolute  starva- 
tion renders  it  uncertain  whether  the  lowest  rate  of  wages  that 
could  be  even  transiently  borne — without  producing  an  irresisti- 
ble demand  for  extraordinary  aid  from  public  funds — would 
have  a  material  tendency  to  reduce  the  numbers  of  the  class 
receiving  it;  since  such  a  class,  living  from  hand  t«7  mouth 
with  little  hope  of  material  improvement  of  its  condition  and 
yet  no  sharp  dread  of  actual  starvation,  is  apt  to  be  peculiarly 
reckless  in  indulging  its  inclinations  to  marriage  and  propagation 
of  the  species. 

And  further,  we  have  to  take  account  of  an  element  hitherto 
omitted,  which  is  here  of  special  importance; — viz.  the  eflfect  of 
variations  in  the  labourers'  remuneration  on  their  personal 
productiveness,  whether  e.xhEbited  in  increase  of  quantity  of 
work  per  head,  or  improvement  of  quality.  It  is  evident  that 
this  kind  of  effect  tends  to  react  upon  the  remuneration  of 
labour  in  the  opposite  way  to  that  just  discussed:  since  any 
increase  in  the  number  of  labourers  caused  by  increase  in  their 
average  remuneration  tends,  so  far  as  it  operates,  to  bring  down 
this  average  remuneration  towards  the  level  from  which  it 
rose ;  whereas  so  far  as  increased  remuneration  causes  increased 
personal  productiveness',  the   remuneration   tends   to  remain 

>  So  far  aa  tliis  incre^M  of  productiTeness  taku  the  form  of  increase  ia  the 
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above  the  former  level.  For  ao  far  as  a  labourer's  productiveness 
increases  in  proportion  to  bis  consumption,  his  share  of  pro- 
duce may  obviously  be  augmented,  without  any  diminution  in 
the  incomes  of  other  members  of  the  community.  And  lience 
we  have  to  note  an  important  qualification  of  the  general 
tendency  of  a  fall  iu  interest  to  be  fulloweJ  by  a  more  or  less 
compensatory  rise — which  from  our  present  point  of  view  may  be 
described  as  the  tendency  of  a  rise  in  the  aggregate  remunera- 
tion of  labour  to  be  followed  by  a  more  or  less  compensatory 
fall — ;  for  evidently,  so  far  as  increased  remuneration  causes 
increased  personal  efficiency,  a  transient  fall  in  interest  may  be 
parily  made  up  through  the  share  that  capital  has  in  the 
advantages  of  the  increased  efBciency.  And  similarly  any 
depression  tends  in  some  degree  to  counteract  the  restorative 
effect  on  average  wages  that  a  diminution  in  the  number  of 
labourers  would  ceteris  j^unbus  tend  to  cause,  in  such  a  country 
as  England. 

The  extent  to  which  changes  in  the  remuneration  of  labour 
will  produce  changes — iu  the  same  direction — in  its  productive- 
ness, will  of  coui-se  be  very  different  in  the  case  of  different 
kinds  of  labour  and  different  physical  and  moral  conditions  and 
social  surroundings  of  the  labourers.  Nor  can  we  even  say  that 
in  all  cases  there  will  be  some  resultant  effect  of  this  kind,  even 
if  we  confine  our  attention  to  the  manual  labourers  who  are 
recipients  of  "wages"  in  the  ordinary  sense;  since  though  an 
increase  of  such  wages  might  almost  always  be  spent  in  in- 
creasing the  productive  power  of  present  or  future  labourera,  it 
also  enables  the  habitual  standard  of  living  to  be  maintained 
with  less  energetic  work,  and  often  tempts  to  unsalutary  indul- 
gences*.    But  in  the  case  of  labourers  scantily  provided  with 

length  of  time  for  iA-hich  each  labourer  works,  we  must  of  cooxse  understand  \tj 
'iucreasG  of  remnneratiou '  increase  in  the  labourer's  earnings,  not  in  the  prioa 
of  labour  measured  in  time. 

1  The  diverse  effects  of  increased  remuneration  on  the  labourers'  efficiency 
an  well  illastrated  by  Che  following  paseagcB  from  Lord  Biassey's  Ji'itrk  and 
Waffti,  ch.  iii. 

"At  the  commeticemeut  of  the  cosBtmction  of  the  North  Deron  Bailn&y,  the 
••wages  ot  the  labourerg  were  '2s.  a  day.  During  the  progress  of  the  work  their 
••wages  were  raised  to  2i.  (ad.  and  3«.  a  day.  Nevertheless,  it  waa  found  that  the 
••work  was  executed  more  cheaply  when  the  men  were  earning  the  higher  rate  of 
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the  means  of  maintaining  physical  health  and  vigour,  and 
suffering  from  unsatisfied  desire  in  consequence,  it  is  reasonable 
to  suppose  that  a  material  rise  in  wE^es  would  have  important 
effects  in  improving  the  productive  powers  of  present  and  future 
labourers;  and  this  improvement  would,  so  far  as  it  went, 
counteract  the  tendency  of  increased  population  to  bring  down 
wages  again.  And  we  can  still  less  doubt  that  a  fall  in  wages 
which  brought  labourers  into  this  condition  would  have  a 
dangerous  tendency  to  maintain  itself,  through  the  consequent 
fall  in  efficiency. 

*'  wage  than  when  they  were  paid  at  the  lower  rate.  Again  in  London,  in  oarrjing 
"ont  a  part  of  the  Metropolitan  Drainage  Works  in  Oxford  Street,  the  wages  of 
"the  bricUayers  were  gradually  raised  from  6(.  to  10*.  a  day ;  yet  it  was  foond 
"that  the  brickwork  was  constructed  at  a  cheaper  rate  per  cnbic  yard,  after  the 
"  wages  of  the  workmen  had  been  raised  to  10*.,  than  when  they  were  paid  at  the 
"rate  of  6*.  a  day." 

"On  the  railways  of  India  it  has  been  found  that  the  great  inoreaae  of  pay 
"which  has  taken  place,  has  neither  augmented  the  rapidity  of  execution,  nor 
"added  to  the  comfort  of  the  labourer.  The  Hindoo  workman  knows  no  other 
"want  than  his  daily  portion  of  rice,  and  the  torrid  climate  renders  watertight 
"habitations  and  ample  clothing  alike  unnecessary.  The  labourer  therefore 
"desists  from  work  as  soon  as  he  has  provided  for  the  necessities  of  the  day. 
"  Higher  pay  adds  nothing  to  his  comforts ;  it  serres  but  to  diminish  his  ordinary 
••  industry." 


CHAPTER  IX. 


PARTICULAR  WAGES  AND   PROFITS, 

§  1.  In  examining  how  the  remuneration  of  labour  taken 
in  the  aggregate  tends  to  be  determined,  we  have  been  in- 
evitably led  to  take  note  of  the  diflferences  which  normally 
subsist,  even  where  competition  is  legally  quite  open,  between 
the  wages*  of  different  branches  of  industry.  As  has  already 
been  observed,  it  is  this  latter  question  which  is  most  interesting 
to  any  particular  labourer :  the  variations  in  an  average  found 
by  dividing  the  aggregate  of  workers'  remuneration  among  the 
aggregate  of  workers  do  not  practically  concern  him,  except  so 
far  as  he  may  infer  from  them  the  variations  in  the  wages  that 
he  may  himself  expect.  It  might  be  added  that  even  the 
average  rate  of  earnings  in  his  own  industry  only  concerns 
him  indirectly,  unless  he  is  conscious  of  being  an  average 
worker.  There  is  hardly  any  branch  of  industry  in  which  a 
labourer  stronger,  more  industrious,  more  skilful,  or  more 
careful  than  his  fellows  is  not  likely  in  one  way  or  another  to 
obtain  more  than  the  average  rate  of  remuneration.  The 
limits,  however,  within  which  such  variations  in  the  earnings  of 
individuals  are  confined  vary  very  much  in  different  industries : 
they  are  naturally  greater  where  work  is  paid  for  by  the  job  or 
piece,  than  where  the  payment  is  customarily  made  for  a  day  of 

*  In  aeoordance  with  the  usnge  of  our  leading  eeonomists,  I  extend  the  term 
wages,  when  osed  generally  in  this  disenssion,  to  include  the  remnneiation  of 
the  labonr  of  trades  and  professional  men ;  but  I  have  avoided  any  particalar 
application  of  it  which  seemed  odd  or  likely  to  mislead. 
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customary  length  ;  and  they  tend  to  increase  as  labour  becomes 
more  skilled,  except  so  far  as  this  tendency  is  checked  by 
custom  or  counteracted  by  combination. 

When  the  superior  labourer  works  on  liis  own  account,  the 
additional  remuneration  that  he  will  obtain  will  correspond  partly 
to  the  greater  t[uautity  of  work  that  he  is  enabled  to  do  by 
tho  more  urgent  demand  for  his  ser\ice3,  partly  to  the  superior 
quality  of  bis  work  so  far  as  this  is  generally  recognised.  Similar 
considerations  determine  the  e.\tra  wages  that  an  employed 
labourer  will  receive ;  only  that  iu  most  cases  general  recog- 
nition of  the  superiority  iu  rjuality  of  work  is  more  difficult  to 
obtain  :  there  is  commonly  a  difference  between  the  real  valuo 
of  a  superior  labourer  to  his  actual  employer,  and  his  market 
valuo  as  estimated  by  employers  generally,  which  difference  is 
the  natural  remuneration  of  the  superior  insight  of  the  employer 
who  secures  the  superior  employee. 

Iu  the  first  instance,  however,  we  will  confine  our  attention 
to  the  case  of  the  worker  of  average  ability  and  industry,  who 
cannot  reasonably  expect  more  than  the  average  rate  of  remu- 
neration in  his  department  of  work.  It  may  be  thought  per- 
haps that  what  such  an  average  worker  may  reasonably  expect, 
under  a  system  of  free  competiticui,  may  be  stated  still  more 
generally  as  the  average  net  advantages'  obtained  by  average 
labourers  generally  within  the  region  over  which  the  compe- 
tition is  effective: — that,  iu  the  words  of  Adam  Smith,  "the 
"  whole  of  the  advantages  and  disadvantages  of  the  different 
"employments  of  labour  and  stock  must  iu  the  same  neighbour- 
"hood  bo  either  perfectly  equal  or  continually  tending  to 
"equality... at  least  in  a  society  •where  things  were  left  to  follow 
"their  natural  course."  For  "if  in  the  same  neighbourhood 
"there  was  any  employment  evidently  either  more  or  less 
"advantageous  than  the  rest,  so  many  people  would  crowd  into 
"  it  in  tbe  one  case,  and  so  many  would  desert  it  in  the  other, 
"  that  its  ivdvantages  would  soon  return  to  the  level  of  other 
"  employments." 

'  I  use  this  term — tuken  from  the  Economict  of  Induttry — to  denote  what 
Ad«m  Smith  calk  "tho  wholu  of  the  advantages  and  disadvantages"  of  the 
different  employmenta  of  laltour :  which  is  a  somowhat  loose  phrase  to  express 
the  'balance  of  advantages  after  compensnting  for  extra  disadvantages.' 
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And,  in  fact,  in  Adam  Smith's  careful  analysis  of  inequalities 
of  wages  "arising  from  tlio  nature  of  the  employments  them- 
" selves,"  independently  of  "the  policy  of  Europe,"  there  is  no 
express  recognition  of  any  differences  inconsistent  with  this 
general  statement'.  Nor  can  it  reasonably  be  doubted  that 
industrial  competition  has,  within  certain  liraita,  the  equalizing 
tendency  attributed  to  it  by  Adam  Smith;  or  that  in  the  ab- 
sence of  the  counteracting  forces  of  Custom  and  Combination, 
this  tendency  would  be  more  strikingly  manifested  than  it  has 
yet  been  in  any  European  community.  But  the  further  discus- 
sion which  Mill  and  others  have  given  to  this  point  has  brought 
into  view  important  inequalities  in  the  real  reward  of  certain 
kinds  of  labour,  which  are  in  no  respect  compensatory  for  in- 
equalities in  the  sacrifices  entailed,  and  which  yet  the  develop- 
ment of  competition  has  no  necessary  tendency  to  remove, 
except  in  a  very  indirect  and  remote  way. 

The  importance  of  this  consideration  we  have  already  had 
occasion  to  notice'.  But  as  the  nature  and  conditions  of  these 
inequalities  have  hardly  obtained  sufficient  recognition  from  the 
followers  of  Adam  Smith  generally,  I  propose  to  devote  fuller 
attention  to  them  in  this  chapter :  confining  myself  for  the 
present  to  the  causes  which  would  still  operate,  even  under  a 
system  of  complete  "natural  liberty,"  provided  that  the  existing 
inequality  in  the  distribution  amoug  human  beings  of  wealth, 
and  of  marketable  natural  qualities,  moral  and  intellectual, 
were  not  materially  changed  by  some  cause  other  than  free 
competition. 

First,  however,  it  is  to  be  observed  that,  as  has  already  been 
noticed  in  discussing  Joint  Products',  what  industrial  compe- 
tition directly  tends  to  equalize — with  the  qualifications  to  be 
presently  stated — is  not  exactly  the  price  of  equal  quantities 
of  labour,  but  the  whole  remuneration  of  labourers  of  equal 

'  ^^^le^,  however,  we  look  at  Vnv  dtitttils  of  ilria  aualvEis,  we  obBene  that 
Adam  Smith  does  distingnigh  one  case  in  which  this  tendency  to  equality  clearly 
does  not  operate  :  that  is,  where  "  trust"  is  reqaircd.  As  Mill  justly  reiuark», 
the  superiority  of  reword  in  this  case  is  not  in  any  wiiy  comijenantory  for  special 
ucriflces :  tmRtworthine.s8  has  an  extra  value  due  to  what  I  call  "scarcity," 
and  Mill  "natnrnl  monopoly." 

»  See  ch.  n.  §  8  of  this  bonk. 

•  Ch.  II.  gll  of  this  book. 
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skill  and  energy.  Hence  it  may  fail  to  raise  the  price  of 
a  particular  kind  of  labour,  if  all  the  labour  of  this  kind 
required  to  satisfy  the  demand  of  society — even  at  a  price 
below  that  of  ordinary  labour  of  the  same  quality — can  be 
sufficiently  supplied  from  the  spare  time  of  energetic  persons 
regularly  employed  in  some  other  way :  as  ia  the  caso  with 
certain  kinds  of  literary  work.  Secondly,  we  may  note  that,  in 
the  passage  above  tjuoted  from  Adam  Smith,  this  equalizing 
tendency  is  only  supposed  to  take  eftect,  so  far  as  the  advantages 
and  drawbacks  of  diifercnt  employments  are  (1)  "evident"  and 
(2)  "within  the  same  neighbourhood."  The  first  limitation 
requires  to  be  emphasized,  though  it  may  seem  obvious;  since 
in  practical  applications  of  economic  reasoning,  based  on  the  as- 
Bumptioo  of  industrial  competition,  it  is  not  always  borne  in 
mind  that  inequalities  of  remuneration  only  tend  to  be  removed 
BO  far  as  they  are  "evident"  to  the  class  of  persons  detrimen- 
tally affected  by  them.  Such  'evidence '  is  more  likely  to  exist 
where  the  uneipially  remunerated  employments  are  "in  the 
"  same  neighbourhood":  but  a  large  amount  of  knowledge  about 
the  wages  of  labour  in  remote  places  is  now  everywhere 
attainable  in  civilized  communities  ;  and  ia  actually  attained  to 
a  considerable  extent, — which,  however,  varies  a  good  deal  ac- 
cording to  the  diJiercnt  intellectual  development  of  the  classes 
affected.  So  far  as  this  knowleilge  exists,  industrial  competition 
will  tend  to  remove  any  appreciable  ditTerencea  in  the  real 
remuneration  of  labour  of  the  same  quantity  and  quality'  ill 
different  localities,  that  are  more  than  sufficient  to  compensate 
for  the  expense  and  other  losses  and  sacrifices  involved  ia 
migration  from  one  locality  to  another, — supposing  that  the 
expense  is  not  actually  beyond  the  means  of  the  persons 
aftected.  The  obstacles  presented  by  such  expenses  and  sacrifices 
vary  indefinitely  at  different  times  and  between  different  places; 

I  In  compariDg  qualities  of  Inboiir  it  hIiouUI  be  borne  in  iniud  that  the 
proeesaea  of  (nominally)  the  B&me  industry  are  «omewbat  different  in  different 
places;  so  that  labourers  cannot  migrate  between  KQch  places)  without  a  certain 
loss  of  acquired  skill.  Again,  if  t1)e  labourers  in  any  district  have  a  low  average 
standard  of  physical  efficiency  iu  conBcqiieoce  of  their  low  wages ;  then,  however 
easy  migration  may  he  to  a  ii(>i|);hboiiring  district  where  both  the  wages  and  the 
'efficiency  are  greater,  the  difficulty  an  immigrant  would  hare  in  earning  the 
higher  wages  would  be  a  serious  obstacle  to  eqnalization. 
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but  we  may  say  generally  that  the  range  within  which  their 
effect  is  comparatively  slight  tends  to  become  continually  larger 
as  civilization  progresses. 

Thirdly,  however,  it  must  be  borne  in  mind  that,  even  with- 
in such  a  limited  range,  the  equalizing  tendency  of  Industrial 
Competition  can  only  take  effect  gradiially ;  and,  to  a  large 
extent,  through  the  influence  exercised  by  changes  in  wages  on 
prospective  rather  than  on  present  labourers.  At  any  given  time 
and  place  the  competitive  price  of  the  services  remlered  by 
labourers  depends  on  the  relation  of  the  supply  to  the  demand 
just  as  the  price  of  any  finished  product  of  labour  does.  There 
is  thus  no  reason,  so  far  as  inditstiial  competition  goes,  why  a 
sudden  fall  in  the  demand  for  any  particular  kind  of  skilled 
labour  should  not  reduce  its  remuneration  to  the  level  of  that  of 
altoguthyr  unskilled  labour :  or  even  below  the  average  of  thia 
latter  so  far  as  the  skilled  labourer's  previous  habits  of  work 
have  unfitted  him  for  unskilled  labour.  Nor,  indeed,  is  there 
any  economic  reason  why  an  extensive  change  in  processes,  or 
local  displacement,  of  any  particular  industry  might  not  reduce 
the  remuneration  of  any  kind  of  labour  in  a  particular  district 
even  below  the  point  sufficient  to  furnish  the  labourers  with 
necessaries  of  life ;  as  they  might  be  too  numerous  to  bo 
absorbed  by  such  migration  as  their  resources  enabled  them  to 
effect'. 

§  2.  Let  us  now  proceed  to  explain  and  chissify  the  in- 
equalities in  particular  wages,  which  iudustrial  competition 
does  not  directly  tend  to  remove,  even  within  the  limited  range 
and  in  the  gradual  manner  just  described. 

First  we  may  place  such  differences  as  are  apparent  rather 
than  real :  such  as  the  higher  rate  of  wages  in  some  employ- 
ments, due  to  "inconstancy  of  employment"  and  "uncertainty 
"  of  success."  In  this  case  even  the  average  money  wages  of 
average  workmen  during  long  periods  may  not  be  higher  in  such 
employments  than  thoy  are  iu  others  with  which  we  compare 
them  ;  and  it  ia,  of  course,  only  such  an  average  that  competition 
tends  to  equalize.  In  other  cases  an  inequality  in  money 
wages  merely  balances  some  opposite  inequality  in  advantages 

I  Some  fnrtUcr  diecnaBion  of  these  local  and  temitorary  variationa  to  wages 
and  their  ooursea  will  Ik;  found  ia  a  subaeqaeut  chapter  {cli.  xi-). 
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not  purchased  by  money,  or  compeusates  some  extra  sacrifice. 
For  it  must  be  boruo  in  mind  that  the  "net  advantages" 
obtainable  by  labour,  which  industrial  competition  tends 
to  equalize,  have  to  be  taken  to  include  not  mv^rely  com- 
roodities  actually  unpurchased— such  as  the  free  grazing  and 
free  cottage-site  that  an  English  agricultural  labourer  often 
enjoyed  a  century  ago — but  all  appreciable  utilities  whatever, 
whether  generally  purchasable  or  not,  which  any  particular  kind 
of  work  affords  special  opportunities  for  obtaining.  Thus,  for 
instance, — as  Adam  Smith  notices — the  fact  that  any  calling 
stands  higher  in  social  repute  than  another,  will  tend  ceteris 
paribus  to  attach  to  it  a  lower  average  income.  Similarly  we 
must  include  on  the  negative  side  of  the  account  not  only 
Bacritices  that  indirectly  involve  pecuniary  lo.s.s — as  when  a 
certain  kind  of  work  tends  from  its  unhcallhiness  to  shorten 
the  average  working  period  of  life — but  all  drawbacks  and 
sacrifices  whatever.  It  should  be  observed,  however,  that  there 
'is  no  tendency  to  compen»ate  special  disadvantages  felt  by  par- 
ticular labourers  owing  to  special  social  circumstances  or  physi- 
cal constitution,  if  equally  competent  labourers  who  do  not  feel 
these  disadvantages  could  be  readily  obtained  in  their  stead. 
Nor,  again  are  the  extra  sacrifices,  which  thus  tend  to  be  com- 
pensated, exactly  the  average  extra  sacrifices  made  by  the  whole 
body  of  labourers  in  any  given  employment ;  but  rather  the 
extra  sacrifices  made  by  that  section  of  the  body  in  which  the 
strongest  aversion  is  felt  to  the  employment,  provided  tiiat  there 
is  a  demand  for  their  services  at  the  price  reipiired  to  overcome 
this  aversion,  and  that  such  persons  are  equally  fitted  for  other 
employments  to  which  they  are  less  averse,  and  are  not  com- 
pensated by  any  advantages  similarly  peculiar  to  them.  It 
would  be  quite  possible  that  some  members  of  the  class  might 
lave  no  dislike  at  all  to  their  work, — or  might  even  derive  much 
positive  pleasure  from  it;  still,  their  self-interest  would  prompt 
them  to  demand  the  highest  price  obtainable  for  their  services; 
and  competition  would  enable  them  to  obtain  as  much  remune- 
ration as  was  found  necessary  to  compensate  the  sacrifices  of 
their  fellows.  Similarly  the  speciiii  advantages  alUichiug  to 
any  kind  of  work  have  no  tendency  to  lower  its  remuneration, 
if  they  are  only  felt  to  be  advantages  by  a  number  of  persons  so 
s.  P.  E.  21 
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limited  as  to  be  unable  to  supply  more  than  a  fraction  of  the 
whole  labour  that  society  is  willing  to  purchase  at  the  higher 
rate  which,  independently  of  these  advantages,  it  would  tend  to 
command. 

HecomUy,  no  exception  is  constituted  to  the  general  rule  of 
equality  of  net  advantages  in  different  employments  by  any 
differences  in  wages,  which  merely  compensate  for  differences  in 
the  cost  of  time  and  money,  entailed  by  the  previous  training 
which  skilled  labour  requires.  If  wealth  were  equally  dis- 
tributed and  competition  perfectly  free,  this  cause  would  still 
operate  to  raise  the  net  aJvaat-ages  earned  by  a  given  amount 
of  skilled  work  above  those  of  an  equal  amount  of  unskilled 
work :  though  the  general  correspondence  of  remuneration  to 
sacrifice  would  still  be  maintained.  Under  such  circumstances, 
supposing  the  rate  of  interest  given,  we  could  determine  exactly 
the  normal  differences  of  wages  due  to  this  cause  in  any  given 
case  :  it  would  be  sufficient,  if  continued  for  the  average  working 
period  of  life  of  such  a  skilled  worker,  to  replace  with  interest  the 
wealth  expended  in  teaching  the  worker  and  maintaining  him 
during  the  extra  years  of  his  education — subtracting,  of  course, 
whatever  was  earned  by  the  pupil  before  bis  education  was 
completed.  In  short  the  sum  so  expended  would  tend  to  yield, 
precisely  in  the  same  way  and  to  the  same  extent  as  any  other 
capital,  a  return  proportioned  to  the  amount  and  the  period  of 
investment.  And  there  can  be  no  doubt  that  a  considerable 
part  of  tlic  higher  wages  of  skilled  artisans  and  professional 
men  in  England  is  actually  to  be  referred  to  this  cause ;  and 
to  be  regarded  as  a  replacement  with  interest  of  the  "  personal 
"capital  "  which  tboy  possess  in  their  expensively  acquired  skill. 

But  thirdly,  in  a  society  in  which  wealth  is  distributed  sa 
unequally  as  it  is  in  our  own,  it  is  likely — quite  apart  from  any 
influence  of  combination  or  governmental  iutorference — that 
certain  kinds  of  skilled  Labour  will  normally  be  purchased  at 
an  extra  price  considerably  above  that  required  to  replace,  with 
interest  at  the  ordinary  rate,  the  expense  of  acquiring  the  skill ; 
through  the  scarcity  of  persons  able  and  willing  to  spend  the 
requisite  amount  of  money  in  training  their  children  and  sup- 
porting them  while  they  are  being  trained. 

In  explaining  how  precisely  this  scarcity  is  maintained,  we 
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are  met  with  a  question  to  which  political  economists  generally 
have  giveo  rather  vague  answers  :  viz.  what  general  assumption 
may  legitimately  be  made  as  to  the  limits  of  parents'  willingness 
to  sacrifice  their  own  present  comforts  and  satisfactions  to  the 
future  well-boiug  of  their  children.  Probably  it  will  corre- 
spond fairly  to  the  facts  as  they  exist  in  Eogland  at  the  present 
time  if  we  assume  that  average  parents  in  all  classes  are  willing 
to  make  considerable  sacrifices  in  order  to  give  their  children 
the  training  required  to  enable  them  to  remain  in  the  same  grade 
of  society  as  the  parents  themselves:  but  are  not  usually  willing 
to  make  the  greater  sacrifices  required  to  raise  them  above  their 
own  class.  If  so,  it  is  easy  to  understand  bow  the  labour  of  any 
grade  above  the  lowest  should  be  maintained  at  a  scarcity  value. 
But  even  if  parents  generally  in  the  lower  grades  of  labour  were 
desirous  of  doing  their  utmost  to  give  their  children  a  better 
education,  it  might  easily  be  out  of  their  power  to  do  this — 
consistently  with  the  maintenance  of  their  own  industrial  effi- 
ciency and  the  health  of  their  families — except  by  borrowing ; 
from  which  resource  they  would  ordinarily  be  cut  off  by  their 
inability  to  give  adequate  security  for  repayment  For  the 
parent,  even  if  he  had  confidence  that  his  child  w^ould  be  able 
and  willing  to  repay  out  of  his  future  wages  the  capital  bor- 
rowed, is  rarely  likely  to  find  a  lender  who  will  share  this 
confidence. 

In  this  way  we  are  led  to  the  conclusion  that  inequalities 
in  the  distribution  of  produce  so  considerable  as  those  which 
exist  in  our  own  society  have  a  certain  tendency  to  maintain 
themselves  which  is  quite  independent  of  the  mere  via  imrtUe 
of  custom.  Such  a  society  is  likely  to  organize  itself  in  grades 
or  strata  distinguished  by  ditferences  of  income;  and  so  far 
separated  that — though  individuals  are  continually  ascending 
and  descending — the  transition  is  yet  not  sufficiently  easy 
to  prevent  the  labour  of  any  superior  grade  from  being  kept 
at  what  is  essentially  a  scarcity  value. 

These  higher  rates  will  of  course  be  liable  to  continunl 
fluctuations  from  changes  in  the  relation  of  the  sup]>Iy  of  the 
labour  of  each  grade  to  the  field  of  employment  for  it;  and — 
in  such  a  country  as  England — the  limitation  of  supply  necessary 
to  maintain  the  higher  wages  of  any  grade  requires  generally 
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speaking  an  effective  restriction  on  the  natural  increase  of 
population  within  the  grade,  as  well  as  au  effective  barrier 
against  intrusion  from  below.  But  such  a  restricticin  tends  to 
lesult,  iu  a  genera!  way — as  we  have  had  occasion  to  note — from 
the  habitual  standards  of  comfort  prevalent  in  the  respective 
grades ;  though,  as  was  pointed  out,  the  resistance  offered  by 
any  such  ItaLitual  standard  to  changes  iu  wages  is  by  no  means 
rigid. 

It  has  further  to  be  observed  that  many  classes  of  skilled 
workers  not  onlinarily  regarded  as  capitalists  use  more  or  less 
expensive  instruments  aud  materials;  which  adds,  of  course,  to 
the  total  amount  of  capital  which  their  labour  requires'.  A 
further  quantum  of  capital,  in  a  different  shape,  is  employed 
by  artisans  of  the  classes  of  shoemakers,  tailors,  the  species 
of  carpenters  called  cabinet-makers,  and  others,  so  far  as  they 
]>roduce  goods  for  sale  on  their  own  account.  Such  persons  are 
in  fact  small  traders  as  well  as  manufacturers;  and  their  earn- 
ings, like  those  of  other  small  traders,  partake  of  the  nature  of 
profits  iu  a  varying  degree,  proportioned  to  the  amount  of 
capital  that  they  use. 

It  is  not  improbable  that  the  average  profits  made  by  such 
artisan  shopkeepers,  or  by  retail  traders  generally,  may  be  suffi- 
cient after  paying  ordinary  interest  on  the  capital  employed, 
to  afford  an  extra  rate*  of  remimeratiuu  for  the  services  of 
these   classes,  as   compared  with    the   lower  grade  of  skilled 

1  I  may  remind  the  reader  that  the  line  between  oatlay  for  prodnctFon  and 
ontlay  for  coaflninption  cannot  always  be  eharply  drawn ;  and  that  in  some 
cases  a  portioa  of  Ihe  expenditure  ordinarily  paid  out  uf  incoinu  mast  be  partly 
reckoned  under  the  former  head  — f.g.  the  expense  of  a  physician's  carriage,  or  & 
literary  maa'a  bookf*.  In  other  cases,  again,  iiiBtruinentii  which  would  ordinarily 
be  reckoned  as  producers'  capital  are  partly  also  used  anproductively — e.g. 
farmers'  horses. 

^  I  avoid  speaking  of  this  as  a  scarcity  rate,  since  it  might  be  somewhat 
misleading  to  suggest  that  auy  extra  remuneration  of  retail  traders,  as  compared 
with  labourers  not  possessed  of  capital,  phould  be  referred  to  the  'scarcity'  of 
such  traders — although  in  a  certain  sc-osc  it  would  he  true.  For — as  I  shall  have 
occasion  to  urge  hereafter,  when  oonaidcring  the  deficiencies  of  lautttfaire  as  a 
means  to  the  most  economic  production,— iadustrial  competition,  in  such  a  case 
as  this,  hoa  no  sufficient  tendency  to  reduce  the  number  of  competitors  down  to 
the  limits  that  economy  requiros ;  its  effect  is  too  often  merely  to  divide  tlte 
aggregate  employment  and  earnings  of  the  class  among  a  larger  number  of 
individuals. 
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labourers  who  work  for  hire.  But  it  is  not  easy  to  say  how 
far  this  is  actually  the  case,  at  any  particular  time  aud  place. 
For,  as  I  have  before  observed,  the  average  returns  to  employers 
of  capital  in  any  branch  of  industry  are  much  harder  to  ascer- 
tain even  approximately  than  the  average  remuneration  of  any 
class  of  hired  labourers.     Numbers  of  small  tradesmen  are  con- 

'tinually  passing  thrfuigh  the  bankruptcy  court ;  otliers,  again, 
are  continually  extending  their  business  and  becoming  large 
tradesmen ;  while  the  majority  appear  to  struggle  on  with 
considerable  fluctuations  of  income,  avoiding  complete  failure 
but  not  adding  importantly  to  their  capital.  We  have  no  such 
statistics  as  would  enable  us  to  estimate  the  average  earnings  of 
this  class  of  workers.  Even  if  we  had  them  it  would  still  be 
doubtful  whether  an  average  obtained  by  dividing  the  total 
amount  of  profits  earned  by  the  number  of  persons  employed  in 

^retail  trade  would  give  ua  appro .ximately  the  remuneration 
which  an  ordinary  trader  might  reasonably  expect.  For  such 
an  average  would  be  raised  by  the  large  gains  of  the  successful 
minority  :  and  these  lai^e  gains  are  probably  in  most  cases  due  to 
the  possession  by  the  successful  trader  of  special  aptitudes  for  his 
business.  The  skill  required  by  a  retail  trader  is  partly,  no  doubt, 
of  a  kind  that  an  ordinary  man  can  acquire  by  a  certain  definite 
outlay  of  time  and  instruction ;  so  far  as  it  consists  of  the  arts 
of  reading,  writing,  and  book-keeping,  together  witb  adequate 
knowledge  of  the  qualities  of  the  articles  in  which  he  deals.  But 
for  success  in  trade  it  would  seem  that  qualities  are  required 
which  instruction  cannot  ordinarily  give  in  the  required  degree, 
such  as  penetration,  vigilance,  quickness  of  resource  in  emer- 
gencies, and   tact  in  promptly  meeting  the   varying  needs  or 

leven  leading  the  tastes  of  consumers :  for  only  thus  can  the 
trader  seize  the  opportunities  of  gain  great  and  small,  and 
avoid  the  dangers  of  los.s,  which  the  changing  conditions  of 
supply  and  demand  are  continually  bringing  in  the  modem 

,  industrial  world.  Hence  the  earnings  of  traders  adequately 
gifted  with  these  qualities  will  tend  to  be  kept  high  by  the 
rarity  of  their  talents  relatively  to  the  field  of  employment  for 
them. 

We  are  thus  led  to  notice  the  only  remaining  important 
cause  of  inequalities  in  the  remuneration  of  different  kinds  of 
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labour — the  scarcity  of  the  natural  gifts  required  for  the  most 
effective  performance  of  their  function.  I  Lave  already  pointed 
out  that  in  almost  every  branch  of  industry  to  same  extent — 
but  to  very  different  extent  in  different  branches — wages  above 
the  average  can  be  earned  by  labour  of  superior  quality ;  such 
superiorities,  speaking  generally,  being  partly  due  to  training 
and  partly  to  the  possession  of  natural  and  inherited  aptitudes 
above  the  average.  Where  such  superiority  is  exhibited  in 
producing  more  easily  and  abundantly  commodities  of  tbe  same 
quality  as  inferior  workers  can  supply,  the  extra  remuneration 
obtainable  by  it  is  in  a  manner  analogous  to  the  liigh  rent  of 
fertile  laud  used  for  ordinary  agricultural  purposes;  since,  as 
we  have  seen,  the  superior  productiveness  of  land  from  which 
rent  arises,  is  due  partly  tn  outlay  and  partly  to  natural  dif- 
ferences independent  of  labour'.  Ou  the  other  hand,  where 
the  commodity  produced  by  rare  skill  is  valuable  on  account  of 
its  special  quabties,  real  or  supposed,  the  reward  of  sucb  skill 
may  be  compared  to  the  high  rents  obtained  by  the  owners 
of  famous  vineyards  and  other  portions  of  land  of  which  the 
produce  i.s  peculiar  and  keenly  desired :  while  again,  so  far 
as  the  services  of  any  one  individual  have — or  are  believed 
to  have — unique  qualities,  his  remuneration  is,  of  course, 
determined  under  the  conditions  of  strict  monopoly.  Both 
these  latter  cases  are  exemplified  by  the  rewards  of  the 
finer  kinds  of  intellectual  work,  such  as  Literature,  Painting, 
Mechanical  invention :  where  the  results  which  command  sub- 
stantial remuneration,  cannot  be  obtained  by  education  alone, 
without  natural  gifts  so  exceptional  that  the  reward  of  their 
po-ssessora  is  at  most  but  partially  affected  by  competition.  To 
a  less  extent  the  same  cause  is  operative  in  determining  the 
distribution  of  the  large  incomes  which  constitute  what  are 
called  the  "prizes"  of  the  professions  of  Advocate  and  Physician. 
The  workers  who  earn  these  large  incomes  are  believed  by  those 
who  use  their  services  to  possess  such  exceptional  skill  as  cannot 


*  Even  in  employmenta  where  the  difFerences  in  skill  aud  its  remuneration 
are  less  marked,  it  ia  atill  to  be  observed  that  the  outluj  on  education,  il-c.  which 
conBtitutea  Personal  C&pital,  yields  a  profit  varying  importantly  iu  amount  in 
consequence  of  the  diilorent  intellectual  and  moral  qualities  of  tbe  cUildren 
educated. 
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be  acquired  by  mere  training  and  practice  without  rare'  natural 

^£ven  when  the  skill  required  is  not  sufficiently  exceptional 
in  fact  to  command  a  scarcity  value,  the  difficulty  that  people 
in  general  have  in  ascertaining  the  fact  of  its  e.vistence  often 
secures  a  scarcity  rate  of  remuneration  to  the  profussioual  men 
who  have  special  means  of  obtaining  good  recommendations; 
such  as  kinsliip  or  friendship  with  persons  who  enjoy  public 
confidence. 

This  leads  me  to  notice  another  cause  of  a  different  kind 
which  renders  the  incomes  of  individual  traders  and  professional 
men  larger  than  they  would  otherwise  be;  and  which,  like  the 
scarcity  of  natural  qualities  just  discussed,  ought  to  be  specially 
noted  and  partly  discounted  in  estimating  tlio  average  remune- 
ration of  the  classes  to  which  they  belong.  I  mean  the  impor- 
tant economic  fact  that  we  Lave  already  more  than  once  noted', 
under  the  names  of  Cloodwill  or  Connexion  :  i.e.  the  widespread 
disposition  to  use  the  services  of  a  particular  individual  rather 
than  hia  competitors,  not  necessarily  on  account  of  any  belief 
in  their  superior  quality,  nor  even  through  kinship  or  personal 
acquaintance  with  the  individual  himself  or  his  friends,  but 
merely  from  the  force  of  habit.  We  have  abeady  seen  that 
this  Goodwill  ia  to  a  certain  extent  a  saleable  commodity ;  so 
far  then  as  it  has  been  purchased,  the  extra  remuneration 
obtained  by  it  is,  from  the  point  of  view  of  the  individual,  in- 
terest on  capital  laid  out.  It  is  evident  that  in  estimating 
the  average  return  for  labour  in  any  employment  in  which 
earnings  are  largely  increased  by  such  Goodwill  or  Connexion 
we  ought  not  to  reckon  the  wLolo  of  the  extra  earnings  due  to 
this  cause,  but  only  the  amount  that  an  average  man  with 
ordinary  training  and  industry  may  fairly  expect  to  acquire  for 
himself. 

'  It  shonld  bo  obsenrcd  tliat  when  we  gpeak  of  'rare  '  Bkill,  the  term  is 
Always  used  reUtivcly  to  the  demand  for  the  piodacta  or  8er>-icea  of  the  skilled 
worker.  It  is  qaite  posalble  that  a  given  kind  of  skill  may  be  confinod  to  an 
extremely  Binall  minority  of  the  membeni  of  any  commauity,  aud  yet  may  be 
go  abundant  relatively  to  the  demand  that  no  one  posucsBing  it  ia  able  to  earn 
extra  remnneration  for  his  labour.  This  is  the  case  {e.g.)  with  the  faculty  of 
writing  second-rate  poems. 

*  See  Book  i.  ch.  iii. 
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§  3.  We  have  now  come  to  tlie  point  at  wliich  it  is  desirable 
to  concentrate  our  attention  on  that  important  portion  of  the 
produce  of  industry  which  is  frequently  but  erroneously  in- 
cluded in  the  "capitalists'"  share:  that  is,  the  element  of  the 
profit  made  by  the  employers  of  capital  which  is  in  excess  of 
the  interest  that  they  might  have  obtained  without  working, 
and  which  accordingly  I  have  distinguished  as  Wages  of 
Management  It  is  an  important  defect  of  English  Political 
Economy  that  it  has  not.  for  the  most  part,  conceived  this 
element  of  the  employers'  gains  with  sufficient  steadiness  and 
clearness  as  a  species  of  remuneration  of  labour — which  it  un- 
doubtedly is.  Even  Mill's  exposition — in  spite  of  his  careful 
anatysia  of  profit  into  interest,  risk,  and  "wages  of  super- 
"  iutendence," — exhibits  in  important  parts  of  the  argument  a 
want  of  distinction  between  profit  and  interest,  and  a  tendency 
to  identify  "  returns  to  capital "  with  the  former  instead  of  the 
latter,  which  seem  to  nic  highly  confusing'.  If  we  consider  the 
largo  amounts  of  capital  possessed  by  joint-stock  companies, 
as  well  as  all  that  is  lent  to  private  men  of  business,  it  must 
be  evident  that  the  greatest  part  of  the  capital  of  England  is 
now  really  owned  by  persons  other  than  those  who  receive  the 
remuneration  for  managing  it.  When  Ricardo  and  M'"Culloch 
wrote  this  was  far  less  the  case  than  it  is  at  present;  so  that 
the  identification  of  capitalists  and  employers  was  more  natu- 
rally suggested  by  the  facts  of  industry. 

It  is,  I  think,  partly  in  consequence  of  this  confusion  that  so 
many  political  economists  have  found  no  difficulty  iu  assuming 
that  the  rate  of  profit* — allowing  for  difference  of  sacrifice  and 
risk'  in  ditferent  employments — tends,  on  the  average,  to  be 
simply  proportioned  to  the  amount  of  capital  on  which  it  is 
earned,  just  as  the  rate  of  interest  does;  without  feeling  called 
upon  to  explain  how  the  employers'  "wages  of  superintendence  " 
come  to  vary  precisely  in  the  same  ratio  as  the  capital  superin- 

I  Wj  atlention  was  fafX  drawn  to  this  point  by  Mr  F.  A.  Walker's 
excellent  book  on  "Wages." 

'  It  may  be  worth  whilo  to  point  ont,  with  Mr  Macleod,  that  thronghoat  tbia 
discussiou,  ■  rate  of  profit '  must  be  understood  to  mean  '  rate  of  profit  earned 
•  within  a  given  period  of  time,'  not  '  rate  of  profit  enrned  ou  each  transaction.' 

*  When  we  are  considering  what  ayera(;e  profits  generally  tend  to  amount  to, 
the  element  of  'ind«.'moity  for  risk  '  disappears. 
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tended.  For,  as  I  have  briefly  argued  in  a  previous  chapter', 
this  latter  result  certaioly  does  not  follow  as  an  immediate  and 
obvious  deduction  from  the  hypothesis  of  unrestricted  industrial 
competition.  On  the  other  hand,  it  does  follow  from  that 
hypothesis,  that  if  this  proportion  between  employei-s*  earnings 
and  capital  is  really  niaiutained,  it  must  either  be  (1)  because 
the  trouble  and  anxiety  of  management  increase  in  exact  pro- 
portion to  the  amount  of  capital  managed  ;  or  (2)  because,  in  the 
competition  of  employers  for  the  profits  of  business,  the  owners 
of  large  capitals  enjoy  some  special  advantages.  The  former  of 
these  causes  can  hardly  be  regarded  as  adequate  to  produce  the 
effect.  In  trade,  for  instance,  it  seems  no  more  trouble  to  order 
£2000  worth  of  sugar  than  to  order  £1000  worth  ;  and  though 
it  is  more  troublesome  to  manage  a  large  factory  than  one  half 
the  size,  it  can  hardly  be  twice  as  troublesome.  It  may  be  said, 
however,  that  the  personal  sacrifice  which  a  capitalist  makes  in 
enduring  the  labour  and  worry  of  busine.ss  increases  mth  the 
size  of  his  capital,  and  the  extent  of  the  opportunities  con- 
sequently open  to  him  of  enjoying  life  without  working.  And 
this  is  perhaps  true,  so  far  as  we  estimate  sacrifice  merely 
relatively  to  the  individual  who  makes  it:  no  doubt  a  certain 
number  of  large  capitalists  prefer  to  live  on  interest  alone  rather 
than  increase  their  iucome  by  labour,  and  we  may  assume  that 
a  somewhat  larger  number  would  make  this  choice,  if  the  addi- 
tional iucome  obtainable  by  labour  were  materially  reduced. 
But  this  is  not  in  itself  a  sufficient  reason  why  free  competition 
should  provide  large  capitalists  with  the  extra  wages  of  manage- 
ment necessary  to  induce  them  to  work ;  siuce,  as  wo  before  noted, 
the  competitive  remuneration  of  any  kind  of  labour  does  not 
tend  to  include  compensation  for  the  extra  aversion  felt  to  it  by 
some  of  the  labourers,  except  bo  far  as  such  compensation  is 
required  to  obtain  the  whole  amount  of  the  labour  in  question 
that  society  is  willing  to  buy,  even  at  the  raised  price.  If 
large  capitalists  withdrew  from  business,  because  their  average 
wages  of  management  were  insufficient  to  induce  them  to  work, 
they  must  still  leave  their  capita!  to  be  employed  in  some  way, 
in  order  to  get  their  interest ;  and  though  their  withdrawal 
might,  by  increasing  the  supply  of  capital  offered  for  loan  or 

'  Ch.  u,  of  this  Book, 
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joint-stock  investment,  temporarily  lower  interest  and  there- 
fore increase  wages  of  management,  there  seems  no  reason 
why  this  latter  rise  should  be  permanent,  supposing  that  an 
adequate  supply  of  equally  good  nianagers  ia  obtainable  at  the 
lower  rate  of  renutneratioii  which  the  discontented  capitalists 
were  getting.  Hence  if  the  strict  proportion  of  employers' 
earnings  to  capita!  employed  is,  on  the  average,  approximately 
realised,  it  must  be  on  the  second  of  the  grounds  above  men- 
tioned :  the  large  capitalist  must  have  special  advantages  in  the 
competition  of  men  of  business  which  somehow  enable  him  to 
sell  his  services  to  industry  at  a  price  graduated  in  proportion 
to  the  magnitude  of  his  business.  Let  us  examine  how  far,  and 
in  what  way,  this  is  likely  to  be  the  case. 

In  the  first  place,  it  is  obvious  that  the  employer's  wages  of 
management  will  be  proportioned  to  his  capital  so  far  as  the 
pecuniary  cost  of  production  to  the  employer,  in  any  branch  of 
industry,  does  not  vary  materially  with  the  scale  of  production : 
since,  under  free  competition,  the  market-price  of  the  product 
must  be  the  same — assuming  that  there  is  no  difference  of 
quality — however  it  may  liave  been  produced.  We  cannot  how- 
ever assume  generally  that  cost  of  production  is  approximately 
the  same  for  small  and  large  employers  alike ; — e.g.  we  have 
seen'  that  in  certain  kinds  of  agriculture,  where  much  is  gained 
by  minute  and  vigilant  teudence,  the  small  producer  is  com- 
monly thought  to  have  a  decided  advantage :  so  far,  then,  as 
this  is  the  case,  we  may  assume  that  the  small  employer  will 
earn  a  higher  rate  of  profit  (])er  cent,  of  capital)  than  the 
employer  who  uses  more  capital.  So,  again,  if  retail  trade  is 
more  effectively  carried  on  in  small  shops,  the  retail  trader  will 
tend  to  receive  a  proportionally  larger  annual  profit  on  his 
capital  than  the  wholesale  trader — independently  of  any  ad- 
ditional profit  on  each  transaction,  that  may  be  necessary  to 
compensate  for  the  less  rapid  turn-over.  The  question,  then,  is 
why  self-interest  does  not  in  the  long  run  prevent  business  from 
being  conducted  on  a  small  scale,  except  when  it  is  economically 
advantageous  ;  why  the  small  capitalist  does  not  either  (1) 
become  a  large  employer  by  borrowing  money,  or  (2)  unite  his 


'  Book  I.  oh.  n.  $  7,  pp.  108,  9. 
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capital  with  tbat  of  other  small  owners,  and  become  a  share- 
holder in  a  joint-stock  company. 

It  18  easy,  however,  to  see  that  the  first  of  these  expedients 
can  only  be  adopted  to  a  limitod  extent.  The  owner  of  a  small 
capital  cannot  ordinarily  borrow  beyond  a  small  amount,  except 
at  an  nnremuuerative  rate ;  his  whole  capital  being  exposed  to 
the  risks  of  business,  he  cannot  give  adequate  security  to  the 
lender.  Hence  the  owners  of  large  capitals  are  partially  exempt 
from  the  competition  of  smaller  capitalists  in  the  management 
of  private  businesses  on  a  large  scale ;  &om  causes  similar  to 
those  which,  as  we  have  just  seen,  partially  exempt  each  of  the 
diflferent  grades  of  labour  from  the  competition  of  the  grade 
below.  It  is  true  tliis  exemption  can  only  bo  partial,  in  a  society 
"with  an  abundant  supply  of  capital  continually  available,  and  an 
active  competition  for  customers  on  the  part  of  banks  and  other 
lenders.  In  such  societies,  as  Mr  Walker  says,  if  a  small 
capitalist  has  a  "genius  for  business,  want  of  capital  is  not 
"likely  to  keep  him  under."  A  man  who  as  manager  for 
another,  or  as  employer  on  a  small  scale,  has  given  conspicuous 
evidence  of  skill,  prudence  and  probity,  will  be  able  to  borrow 
gradually  increasing  amounts  of  money ;  so  that,  by  the  aug- 
mentation of  both  his  own  and  his  borrowed  capital,  he  may 
end  by  rivalling  the  largest  producers.  But  such  men  are 
likely  to  be  rare,  no  less  than  persons  who  start  with  large 
capitals;  hence  either  class  will  tend,  so  long  as  industry  is 
organized  in  private  businesses,  to  obtain  for  its  services  what 
in  a  certain  sense  may  be  called  a  scarcity  price:  i.e.  a  rate  of 
•  wages  of  management  *  which  would  be  lowered  if  large 
capitals  (or  men  with  a  genius  for  business)  became  more 
numerous,  other  things  remaining  the  same. 

But  why  then — it  may  be  asked — do  not  large  capitals 
under  one  management  become  more  numerous  by  the  associa- 
tion of  small  capitals  into  joint-stocks,  for  carrying  on  pro- 
duction on  a  large  scale  ?  In  the  first  place,  even  supposing 
the  rate  of  profit  to  be  strictly  proportioned  to  the  capital  em- 
ployed, it  is  quite  possible  that  the  wages  of  management  even 
of  the  comparatively  small  capitalist  may  be  higlier  than  the  re- 
muneration he  would  obtain  for  his  labour  in  any  other  career; 
and  that  consequently  there  may  not  be  a  sufficient  amount  of 
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capital  owned  by  nou-eraployers  to  offer,  when  aggregated  into 
joint-stocks,  a  formidable  Cf»mpetitioa  to  the  large  private 
employers.  Where  tliis  is  not  the  case,  where,  as  in  our  own 
society  at  the  present  day  the  annual  savings  of  professional 
men  and  othere  supply  continually  a  large  stream  of  capital  that 
has  to  be  managed  by  persons  who  do  not  own  it,  there  can,  I 
think,  be  no  doubt  that  the  competition  of  joint-stock  companies 
does  tend  somewhat  to  reduce  the  rate  of  profit  of  private 
employers.  Stitl,  this  tendency  is  strictly  limited.  For,  firstly, 
assuming  the  two  modes  of  management  to  be  equally  effective 
and  economical,  the  private  capitalist  would  still  have  an 
advantage,  a^  ho  would  avoid  the  trouble  and  expense  generally 
involved  in  collecting  the  capital  of  a  joint-stock  company.  And 
secondly — what  is  more  important — the  private  e'mployer  has 
the  economic  advantage  of  being  iraj*cllcd  by  a  stronger  stimulus 
to  exertion  than  the  manager  or  directors  of  a  company ;  for 
"no  contnvance  that  has  yet  been  invented  can  supply  the 
"  place  of  the  feeling  that  the  workman  is  labouring  not  for 
"  another  but  for  himself."  On  these  grounds,  other  things 
beinof  the  same,  a  man  of  sufficient  business  talents  to  obtain 
employment  as  the  manager  of  a  company,  is  likely  to  earn,  on 
the  average,  a  higher  rate  of  remuneration  if  he  is  the  owner 
of  the  capital  he  employs  than  if  he  is  a  hired  manager  ;  though 
his  advantage  varies  very  much  with  the  nature  of  the  business, 
being  (as  Adam  Smith  observed)  less  in  proportion  as  a 
business  is  simple  and  can  be  reduced  to  "  what  is  called  a 
"  routine." 

Nor  has  it  yet  been  shown  that  this  advantage  can  be 
materially  diminished  through  the  adoption  of  the  principle  of 
"Co-operative  Production"  or  Industrial  Partnership,  by  which 
each  employee  in  a  business  has  a  share  of  the  profits  allotted 
to  him.  It  is  true  that  by  this  means  that  part  of  the  em- 
ployers function  which  consists  in  superintendence  or  overlook- 
ing, may  be  partly  rendered  9uperfluou.s  through  the  pecuniary 
concern  that  each  has  in  tlic  efficiency  of  his  own  work,  and 
still  more  through  the  concern  that  all  have  in  the  efficiency 
of  the  work  of  each.      But,  generally  speaking,  the  more  im- 


•  Heani's  Plutohffy,  eh.  xiu.  §  9. 
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portant  part  of  the  work  of  maiiagcinent  consists  in  organizing 
and  directing  the  operations  of  a  uusiness  considered  as  a  whole: 
— e.g.  in  the  case  of  a  manufacturer,  settling  what  is  to  be  made 
and  in  what  manner,  where  materials,  raw  and  aii.xiliary,  are  to 
be  bought,  wlien  finiwhcd  pruiliicts  are  to  be  sold,  &c.,  &c. — and 
in  distributing  functions  among  the  workers  employed  in  the 
business.  This  work  cannot  be  superseded  or  reduced  by  indus- 
trial partnerehip ;  and  it  is  even  liable  to  be  made  more  diffi- 
cult ;  since  the  secresy  necessary  to  the  success  of  many  opera- 
tions of  business  is  liable  to  arouse  jealousies  and  suspicions 
among  the  workers  who  are  to  .share  the  pro  tits. 

It  seem.s,  therefore,  that  industrial  com[R'tition  does  not 
necessarily  tend  to  prevent  the  services  of  large  capitalists  who 
ensfag'e  in  business  from  beiiij;  remvuieratod  at  a  rate  consider- 
ably  higher  than  that  obtitinable  by  similar  labour  on  the  part 
of  employers  who  own  smaller  capit:ils.  And  that  this  result 
is  actually  produced  in  England  and  similar  countries  at  the 
present  time,  may  be  inferred  with  a  high  degree  of  probability 
from  the  general  unquestioning  acceptance  of  the  traditional 
economic  d(x;trine,  that  employers'  earnings,  as  well  aa  interest, 
tend  to  be  proportioned  tu  amount  of  capital  employed.  I  know, 
however,  no  adequate  ground  for  reg.irding  this  generally  ac- 
cepted proposition  a.«  at  all  a  close  approximation  to  actual  fact. 
It  is,  no  doubt,  a  natural  inference  from  the  fact  that  largo  and 
small  businesses  exi.st  prosperously  side  by  side  in  the  same 
industry,  assuming  that  the  respective  economic  advantages 
of  the  diflferent  scales  of  production  are  fairly  balanced.  But 
in  many  cases  this  assumption  would  be  unwarranted ;  and 
even  where  it  is  legitimate,  the  inference  that  the  rate  of  profit 
per  cent,  of  capital  is  uniform  overlooks,  I  conceive,  the  real 
nature  of  the  source  of  income  which  I  have  several  times 
spoken  of  as  '  Business  Connexion/  On  the  average,  a  large 
capitalist  cannot  obtain  a  large  business  by  merely  investing 
his  money  in  certain  kinds  of  real  capital ;  he  can  only  obtain 
it  gradually  as  his  connexion  e.xtends;  and  therefore,  when 
obtiiined,  a  certain  portion  of  the  surplus  income  derived  from 
his  business,  after  subtracting  interest  on  hiu  material  capital, 
is  not  properly  remuneration  for  present  work,  but  interest  on 
the  outlay  of  labour  or  wealth  made  during  the  earlier  years  of 
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the  business.  I  may  observe  further  that  in  the  important 
case  of  agriculture  the  received  economic  doctrine  regards  an 
employer  as  tending  under  competition  to  obtain  'ordinary 
profit'  not  on  the  whole  amount  of  capital  used  by  hira,  but 
only  on  a  certain  portion:  fur  the  farmer  uses,  besides  his 
own  capital,  a  certain  amount  of  capital  belonging  to  his  land- 
lord ;  yet  he  is  never  supposed  to  obtain  any  considerable  wages 
of  management  for  this  latter,  but  only  to  get  ordinary  profit 
on  his  own  or  borrowed  capital.  And  it  seems  on  general 
grounds  improbable  that  an  ouiploycr  tends  to  cam  equal  profit 
on  all  parts  of  the  capital  employed  by  him,  wherever  the 
trouble  of  managing  ditferent  parts  of  the  capital  is  materially 
diflbreut. 

To  sum  up :  a  jjortion  of  the  fund  which,  in  the  preceding 
chapter,  we  regarded  as  the  share  of  labour  in  the  aggregate, 
has  been  found  on  closer  examination  to  be  really  interest  on 
personal  capital,  by  which  the  wages  of  various  kinds  of  skilled 
labo\ir  tend  to  be  increased  by  an  amount  proportioned,  on  the 
average,  to  the  expense  of  time  and  money  ordinarily  needed 
for  the  acquisition  of  the  skill.  As  regards  the  division  of  the 
remainder,  industrial  competition  tends  to  equalize  the  shares 
obtained  by  ordinary  labourers  in  different  callings,  provided 
they  are  not  materially  unequal  either  in  natural  qualifications 
or  in  respect  of  the  amounts  of  capital  possessed  by  themselves 
or  their  pai-ents,  except  so  far  as  differences  in  wages  are  com- 
pensatory for  differences  in  the  sacrifices  entailed  by  different 
employments,  or  in  the  unpurchased  advantages  incident  to 
them.  But  the  possessors  of  capital,  real  and  personal,  as  well 
OS  persons  endowed  with  rare  natural  gifts,  are  likely  to  have — 
by  reason  of  their  limited  numbers — important  advantages  in 
the  competition  that  determines  relative  wages ;  in  consequence 
of  which  the  remuneration  of  such  persons  may — and  in 
England  often  does — exceed  the  wages  of  ordinary  labour  by  an 
amount  considerably  larger  than  is  required  to  compensate 
them  for  additional  outlay  or  other  sacrifices;  such  excess 
tending  to  increase  as  the  amount  of  capital  owned  by  any 
individual  increases,  but  in  a  ratio  not  precisely  determinable 
by  general  considerations. 


CHAPTER  X. 


MONOPOLY  AND  COMBINATION. 


§  1.  The  effects  of  Combination  in  increasing  profits  and 
wages  have  attracted  much  attention  in  recent  years,  owing 
portly  to  the  action  of  Trades-Unions,  partly  to  the  large  gains 
made  by  successful  combinations  of  merchants  for  the  tem- 
porary monopoly  of  some  indispensable  or  keenly  demanded 
product.  Such  combinations,  when  manifest  and  manifestly 
profitable,  have  commonly  excited  dislike,  as  the  gain  accruing 
from  them  is  primd  facie  obtained  at  the  expense  of  the  rest  of 
the  community,  and  frequently  with  some  loss  to  the  Commu- 
nity as  a  whole :  and  in  the  particular  case  of  Trades-Unions, 
some  writers  have  spoken  of  them  as  "interferences  with  the 
"  laws  of  Political  Economy."  But  if  this  phrase  is  intended  to 
denote  the  laws  investigated  by  Economic  Science,  the  statement 
appears  manifestly  incorrect.  The  price  of  a  monopolized  article 
has  its  own  economic  laws,  and  can  in  most  cases  be  theoretically 
determined  on  the  hypothesis  that  every  individual  concerned 
intelligently  seeks  his  private  pecuniary  interest,  no  less  than 
the  price  of  an  article  sold  by  competing  dealers :  and  the  only 
effect*  of  a  Trade-Union  or  any  other  Combination  is  to  bring 
the  supply  of  the  commodity  of  which  the  sellers  combine  under 
the  conditions  of  a  more  or  less  perfect  monopoly. 

Hence — though  I  have  followed  usage  in  conceiving  free 
competition  to   exclude   combination — it  seems  desirable,  in 

'  Provided,  of  course,  that  the  combiners  attain  their  end  by  purely  pea«efal 
and  legal  means. 
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working  out  the  consequences  of  the  general  assumptions  on 
wliith  tlio  tlifory  of  competitive  distribution  proceeds,  to  include 
fin  investigation  of  the  conditions  under  which  self-interest  will 
prompt  to  comLination,  and  of  the  extent  of  gain  which  the 
persons  combining  may  realise.  lu  the  present  chapter,  then,  I 
shall  be  especially  concerned  to  trace  out  the  economic  eflfects 
of  this  kind  of  combination,  regarding  it  merely  as  one  mode  of 
constituting  monopoly:  and  I  shall  suppose  here,  as  in  the 
preceding  chapters,  that  neither  party  in  any  exchange  is 
restrained  in  tiic  pursuit  of  its  own  interests  by  any  regard 
to  the  interests  of  the  other  party.  I  do  not  here  consider  how 
far  tliis  supposition  has  been  actually  realised  in  the  operations 
of  Trades-Unions  for  the  purpose  of  raising  or  keeping  up 
wages,  or  in  those  of  the  counter-corabinations  of  employers 
which  have  at  various  times  and  places  kept  down  wages.  Nor, 
again,  do  I  consider  here  how  far  it  represents  a  right  principle 
of  conduct,  or  one  conducive  to  the  economic  wellbeing  of  the 
community.  This  latter  is  a  question  to  which  our  attention 
will  be  drawn  in  the  course  of  the  next  book. 

In  a  preceding  chapter  I  have  briefly  explained  the  general 
determination  of  the  price  of  a  monopolized  commodity,  in  the 
case  of  material  products;  and  the  view  there  given  has  no  less 
application  to  the  case  in  which  the  commodity  sold  is  labour 
measured  by  time.  Tlie  monopolist,  so  far  as  he  aims  singly  at 
hia  own  pecuniary  interest,  will  endeavour  to  sell  the  precise 
amount  wliich  will  yield  him  the  maximum  net  profit,  after 
defraying  the  expenses  of  production.  We  may  assume  gene- 
rally, tliat,  in  order  that  a  monopoly  may  be  a  source  of  gain, 
the  amount  sold — within  a  certain  time — must  be  somewhat 
less  than  it  would  be  if  there  were  no  monopoly';  for  otherwise, 
•whatever  extra  profit  the  monopolist  may  make  by  the  high 
price  of  his  commodity  cannot  be  strictly  attributed  to  the 
monopoly,  since  the  price  would  have  tended  to  be  the  same  if 
the  supply  had  been  in  the  hands  of  a  number  of  sellers  com- 


'  That  is,  if  the  price  offered  for  the  oommoditjr  is  not  inflnenced  by  open 
or  tacit  combination  amoof;  the  purchnBers.  As  will  hereafter  be  stated,  the 
determination  of  price  resulting  from  a  struggle  between  a  combination  of 
sellers  and  a  combination  of  purchasers,  lies  beyond  the  scope  of  the  theory 
here  expounded. 
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peting  freely.  The  restriction  in  amount  sold  may  be  brought 
about  either  directly  by  limiting  the  amount  brought  to  market, 
or  iudirectly  by  keeping  up  tlie  price.  In  the  latter  case  the 
restriction  may  not  be  intended  by  the  monopolist,  and  he  may 
possibly  be  even  ignorant  of  its  existence ;  but  according  to  our 
general  assumption  as  to  the  relation  of  Value  to  Demand,  the 
maintenance  of  a  high  price  of  any  commodity  must  ceteris 
paribujt  render  the  amotint  sold  k'ss  than  it  would  have  been  if 
the  price  had  been  allowed  to  fall ;  though  in  tbe  case  of  neces- 
saries of  life,  and  other  commodities  of  which  the  demand  is 
inelastic,  the  reduction  in  sale  may  sonietimos  be  comparatively 
slight,  even  for  a  considerable  rise  in  price.  The  extent  to 
which  the  restriction  of  sale  has  to  be  carried,  in  order  to  realise 
the  maximum  profit  attainable,  depends  primarily  on  the  pre- 
cise extent  to  which  the  demand  for  the  commodity  varies  with 
variations  in  its  price;  and,  as  was  pointetl  out,  it  may  easily 
happen,  in  the  case  of  some  articles,  that  several  different 
amounts  of  supply  would  bring  in  about  the  same  net  profit 
to  tbe  monopolist.  A^'ain  it  hasi  to  be  observed  that  (1)  mono- 
poly ma.y  either  be  permanent  (so  far  as  can  be  foreseen),  or 
more  or  less  definitely  limited  in  time ;  and  (2)  that  the  supply 
may  either  be  absolutely  incapable  of  being  increased — as  in 
the  case  of  pictures  of  a  deceased  artist — or  the  monopolist  may 
control  the  indispensable  means  of  increasing  it.  In  this  latter 
case  he  will  have  to  calculate  nut  otdy  the  variations  of  demand 
correinponding  to  variations  of  price,  but  abo  the  variations  of 
cost  of  production  corresponding  to  variations  in  the  amount 
supplied. 

§  2.  But  before  we  proceed  to  discuss  this  particular  species 
of  combiaation,  it  will  be  desirable  to  obtain  a  fuller  definition 
of  the  uotian  of  Monopoly — as  we  shall  hud  it  convenient  to  use 
it — and  a  more  complete  view  of  tbe  different  modes  and  degrees 
in  which  monopoly  generally,  and  especially  monopoly  resulting 
from  combination,  admits  of  being  realised'. 

'  Throughout  the  discusnioii  that  follows  I  shall  oeRume  that  the  special 
Rains  of  the  monopolist  or  uf  the  oombiuatioa  of  sellers  nrc  realised  by  raising 
tlie  price  of  the  commodity  monopolized.  I  ought  howe%'er  to  notice  tbe  fact 
that— chiefly  in  the  markets  for  securities  —combinations  of  seUers  are  Rome- 
titnes  formed  nliich  arc  designed  to  hare,  aud  acttiully  do  have,  the  opposite 
effect  of  lowering  the  price  of  the  commodity  nold. 
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In  treating  of  Monopoly  in  chap.  1 1..  I  denoted  by  the  word 
the  control  exercised  by  an  individual  seller  or  combination  of 
sellers,  over  a  commodity  that  no  one  else  can  bring  to  market. 
Here,  however,  it  is  convenient  to  use  the  tenn  more  widely. 
In  the  first  place,  it  is  coiiveuieut  to  extend  it  to  cases  in  which 
a  person  or  union  of  persons — whom,  for  brevity,  I  will  call  'the 
'monopolist' — cannot  control  more  than  a  portion  of  the  whole 
supply  of  the  commodity ;  since  such  a  partial  control  may 
render  possible  and  profitable  an  artificial  rise  in  the  price  of 
the  commodity,  even  though  the  remainder  is  supplied  by 
several  sellers  freely  comi>eting ;  if  only  the  proportion  con- 
trolled is  ao  large  that  its  withdrawal  would  c^use  a  serious 
scarcity,  and  thus  considerably  raise  the  competitively  deter- 
mined value  of  the  uncontrolled  remainder.  Such  a  partial 
monopoly  confers,  of  course,  only  a  limited  power  of  raising  the 
price  of  the  commodity  controlled  ;  the  limit  of  possible  eleva- 
tion being  fixed  somewhere  below  the  price  to  which  scarcity 
would  raise  the  uimiouopolized  supply,  if  the  monopolized 
portion  were  withdrawn  from  the  market'.  Further,  if  the 
commodity  is  one  that  can  be  produced  in  unlimited  nuantities, 
such  a  partial  monopoly  can  only  be  effective  teraporaiily,  and 

Tbe  motire  for  forming  such  combinations  is  the  hope  of  gaiuing  altimatbly. 
by  purcliosing  at  tho  lowered  priet's,  considerably  inore  than  ia  lost  by  tlie  sales 
that  force  the  prico  down.  There  would,  however,  be  no  reaaouable  prospect  of 
realising  this  hope,  except  by  accident,  if  such  salea  produced  no  farther  fall  in 
price  than  that  wliicli  resulted  directly  from  the  iucrcuse  of  supply  by  the  com- 
bining apeculatorfi  :  since,  ceterin  iiaril/ti«,  their  parchasen  would  tend  to  raise  the 
price  again  in  precisely  the  Hama  proportion  au  their  wiles  had  depressed  it. 
The  reason  why  such  operations  are  proBtable  lies  in  the  imitative  proceedings 
of  other  persons  holding  the  same  securities,  who  infer  from  the  sales  that  the 
stock  is  expected  to  fall  further,  and  therefore  are  induced  to  sell  their  own 
Block,  in  order  to  avoid  the  further  fall,  instead  of  buying.  A  similar  ex- 
planation applies,  mutatis  mutaiulin,  to  the  parallel  case  in  which  combinations 
of  buyers  are  successfully  matle  with  the  view  of  raising  prices. 

Such  operations  are  of  doubtful  legitimacy,  even  according  to  the  ordinaiy 
stajidard  of  coniinen'ial  niamlity:  since  the  speculators  do  not  merely  expect 
to  protjt  by  the  mistakes  of  others,  hut  by  mistake s  that  they  have  themselves 
intentionally  c-aused,  I  have  not  therefore  thouglit  it  necessary  to  give  them 
more  than  this  passing  notice. 

'  Li  the  above  reasoning  it  ia  assumed  that  tbe  other  sellers  do  not  ent«r 
into  tbe  kind  of  tacit  combination  with  the  monojioHst  of  which  I  shall  speak 
presently.  In  practice  they  would,  under  certain  circumstances,  be  very  likely 
(o  do  this  to  some  extent. 
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only  so  far  as  purcliasers  of  the  coramodity  cannot  postpone 
their  purchases  without  serious  loss  or  inconvenience.  And 
where  the  monopolist  produces  as  well  as  sells  the  commodity, 
he  will  have  to  take  into  account  the  future  loss  likely  to  result 
to  him  from  the  stimulus  given  by  the  rise  in  price  to  the  pro- 
duction beyond  his  control ;  unless  he  can  reckon  on  withdraw- 
ing his  capital  from  the  business  without  loss,  before  this  stimu- 
lus has  so  much  increased  supply  as  to  render  it  impossible  for 
liim  to  sell  his  own  produce  even  at  an  ordinarily  remunerative 
price. 

Secondly,  even  where  the  control  exercised  by  the  monopo- 
list extends  over  the  whole  supply  of  his  commodity  available 
at  any  particular  time,  we  may  still  distinguish  different  degrees 
of  completeness  in  the  monopoly.  Thus  (1)  the  monopoly  may 
be — so  far  as  can  be  foreseen — indestructible,  either  perma- 
nently or  for  a  certain  determinate  period:  that  is,  it  may  be 
impos-siblo  to  obtain  the  commodity  in  question  at  all,  except 
from  the  monopolist.  An  artist  or  author  of  repute  enjoys  a 
monopuly  of  this  degree ;  as  also  do  the  holders  of  certain 
patents  and  proprietors  of  spiings  or  vineyards  recognised  as 
unique  in  quality.  Or  (2)  the  monopoly  may  be  merely  secured 
by  the  prospective  uuprofitableness  of  the  outlay  of  wealth  or 
labour  (or  both)  that  would  be  required  to  provide  the  com- 
motiity  from  other  sources;  whether  such  outlay  were  under- 
taken by  an  association  of  the  consumers  of  the  monopolized 
commodity,  or  as  an  ordinary  business  venture  on  the  part  of 
other  persons.  In  case  (2)  the  monopolists  calculations  will  be 
more  complicated  than  in  case  (1 );  since  he  will  not  only  have  to 
consider  the  law  of  the  demand  for  his  coramodity,  but  also  to 
calculate  how  far  any  rise  in  his  charges  may  seriously  increase 
the  danger  of  an  attempt  to  break  down  the  monopoly.  And 
it  will  often  be  prudent  for  him  to  keep  his  price  well  below  the 
point  at  which  this  danger  becomes  formidable,  especially  when 
he  has  much  capital — personal  or  non-personal — invested  in  his 
business  :  since  an  attack  on  his  monopuly,  even  when  it  does 
not  turn  out  profitable  to  the  undertakers,  may  t-asily  have  the 
effect  of  not  only  annihilating  his  extra  gains,  but  even  reducing 
the  returns  to  his  capital  considerably  below  the  average.  This 
second  degree  of  monopoly  often  results  from  the  occupation  of 
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a  limited  department  of  iadustry,  in  which  production  on  a  large 
scale  is  necessary  or  highty  expedient,  by  a  single  large  firm  ur 
jointstock  company,  or  a  few  such  tirms  or  companies  acting  in 
combination. 

Thirdly,  it  will  be  convenient  to  extend  the  term  '  uiono- 
'poly'  to  include  the  case  when  it  is  in  the  power  of  a  com- 
bination of  hayers, — or  a  single  wealthy  buyer, — to  control  the 
price  and  extent  of  sale  of  a  certain  commodity.  In  speaking  of 
this  as  a  case  of  "  buyers'  monopoly,"  we  are  not,  of  course,  to 
be  understood  as  implying  that  the  whole  medium  of  exchange 
in  any  community  is  under  a  single  control.  i\ll  that  is  re- 
quired, to  make  such  a  monopoly  practically  complete,  is  ihat  a 
single  individual  or  combination  may  furnish  the  only  effective 
deman<l  for  some  particular  commodity :  i.e.  that  no  one  else 
may  bo  willing  to  pay  anything  for  it.  Under  these  circum- 
stances, if  the  commodity  is  supplied  by  several  persons  com- 
peting freely,  the  buyers'  monopoly  may  obviously  exercise  n 
control  over  the  price  stibstantially  similar  in  kind  and  degree — 
though  of  course  opposite  in  direction — to  that  exercised  by  a 
seller's  monopoly.  If  the  purchaser  has  not  to  consider  future 
needs,  and  if  the  product  cannot  be  kept,  or  if  the  prospect 
of  selling  it  is  not  likely  to  improve,  the  purchaser's  power 
of  profitably  reducing  the  price  is  not  definitely  limited 
except  by  the  utility  of  tlie  commodity  to  the  seller — allowing 
for  any  disadvantage  that  may  result  to  the  latter  in  future 
transactions  from  the  precedent  of  a  low  price.  More  ordinarily 
the  purchaser's  need  will  be  continuous  or  recurreut;  and  in 
this  case  liis  reduction  of  price  will  be  ciiecked  by  the  danger  of 
ultimate  loss  through  the  diminution  of  future  supply  which  the 
lowered  price  may  be  expected  to  cause. 

It  should  be  said  that,  generally  speaking,  a  combination  of 
buyers  will  be  more  difficult  to  establish  and  maintain  than 
a  combination  of  sellers,  since  the  former  are  likely  to  lie  both 
more  numerous  and  more  dispersed.  But  there  are  important 
exceptions  to  this  rule.  For  instance,  the  wholesale  merchants 
who  deal  in  a  particular  product  will  generally  be  less 
numerou.s  than  the  producers  from  whom  they  buy.  And  it  is 
probable  that  combinations  of  such  dealers  to  keep  down  the 
prices  paid  by  tliein  to  producers  have  often  been  successfully 
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effected,  especially  in  early  stages  of  commercial  development. 
When,  however,  producers  as  well  as  merchants  belong  to  A 
community  comraprcially  advanced,  such  a  monopoly  of  mer- 
chant buyers  will  be  rather  hard  to  maintain  long,  owing  to  tho 
case  and  rapidity  with  wliich  capital  can  bo  turned  into  any 
branch  of  wholesale  dealing'. 

There  would  generally  be  somewhat  less  difficulty  in  main- 
taining a  combination  of  farmers  or  manufacturers  to  reduce 
(or  keep  low)  the  price  of  the  labour  employed  by  them; — 
supposing  that  the  labourers  did  not  form  a  counter-combina- 
tion. In  this  case,  if  we  as.sume  industrial  competition  so 
perfect,  that  labourers  can  and  vvill  change  their  residence  and 
employment  wlicii  it  is  perceptibly  their  interest  to  do  so,  the 
highest  limit  of  the  employers'  possible  gain  through  combina- 
tion would  tend  to  be  fixed  by  the  point  at  which  the  correspond- 
ing loss  to  the  labourers  wouhl  outweigh  the  disadvantages, 
pecuniary  and  sentimental,  of  migrating  to  some  district  beyond 
the  reach  of  the  combination,  or  the  loss  of  acquired  skill 
involved  iu  change  of  work  ;  but  so  far  as  the  employers  are 
interested  in  the  future  returns  of  their  industry,  they  will 
further  avoid  reducing  wages  so  low  as  to  drive  the  rising 
generation  to  other  employments.  In  proportion,  however,  as 
the  habits  of  the  labourers,  or  the  limitations  of  their  intelli- 
gence or  of  their  resources,  operate  as  a  bar  to  change  of  place 
or  employment,  tlie  limit  of  tlie  employers'  possible  gains  through 
combination  is  obviously  extended ;  since,  supposing  such 
change  excluded,  this  limit  woidd  only  be  fixed,  so  far  as  the 
present  supply  of  labour  alone  is  eojieerned,  by  the  amount  of 
necessaries  required  to  keep  the  labourers  in  fair  working  con- 
dition' ;  while  so  far  as  future  supply  is  taken  into  account,  it 

'  It  may  he  ol)flervc<l  that  Hiirh  a  cuiutjiuatioa  of  dealvrg  may  exercise 
monopoly — in  the  cxlciuled  seuse  above  proposed — on  two  ridtn ;  i.e.  in  reUtion 
both  to  the  prodaoers  from  whom  they  pansbue  and  to  the  persona  to  whom 
they  sell. 

'  '  Fair  working  contiition'  is  rather  a  vague  plirase  ;  hnt  it  is  rather  difficult 
to  say  how  Tar  an  employer's  BelMntcrest  will  prompt  him  to  add  to  hia 
Inbourere'  wages,  when  such  additionH,  if  properly  spent,  wnnld  incrcaRe  the 
efficiency  of  the  labourera  themKlves  or  of  their  children.  If  the  employer  oonld 
make  snre  that  the  extra  wages  would  be  properly  spent,  and  that  he  would  be 
able  to  purchase  at  his  04u  price  the  improved  labour,  iielf-intercst  would 
obviously  prompt  liim  lu  give  his  laboarer»  such  Nva^'eS  as   would   make   the 
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would  similarly  be  fixoJ  by  the  rate  of  real  wngea  which  will 
enable  and  induce  the  labourers  to  rear  a  sufficient  supply  of 
future  labourers. 

So  far  we  have  supposed  that  the  monopoly,  whether  of 
sellers  or  of  buyers,  is  not  met  by  a  counter-monopoly.  But 
when  an  advantageous  monopoly  of  either  kind  has  been  brought 
about  by  combination,  it  is  primd  facie  tbe  interest  of  the 
other  parties  to  the  exchange!  in  question  to  form,  if  ixissible,  a 
counter-combination.  Iq  this  case  the  determination  of  the 
ratio  of  exchange  between  the  two  monopolies  becomes  an 
entirely  different  question,  only  partia51y  within  the  range  of 
economic  science.  Accordingly  I  defer  the  consideration  of  it 
till  we  have  more  completely  examined  the  effects  of  onesided 
monopoly. 

§  3.  The  points  that  we  have  hitherto  discussed  are  such  as 
belong  to  monopoly  generally,  when  considered  from  an  abstract 
point  of  view ;  though  in  practice  some  of  them  are  not  likely 
to  arise,  except  in  the  case  of  combinationK,  Let  us  now  pass 
to  consider  some  characteristics  that  aro  theoretically  found  only 
in  this  latter  case. 

In  the  first  place,  it  is  important  to  observe  that  a  com- 
bination, however  effectively  it  may  restrict  the  supply  of  the 
commodity  monopolized,  will  yet  not  be  able  to  count  on  main- 
taining permanently  the  average  earnings  of  the  members  of 
the  combination  perceptibly  above  tiie  average  earnings  ob- 
tainable by  persons  of  the  same  industrial  grade  in  other 
employments  imposing  no  greater  sacrifices  and  requiring  no 
scarcer  qualificjitions,  unless  the  number  of  the  combiniug 
persons  is  also  limited  artificially.  If  entrance  to  the  com- 
bination is  left  perfectly  free,  the  ultimate  effect  of  limiting  the 
supply  of  the  monopolized  commodity  will  tend  to  be  only  a 
change  in  the  mode  in  which  competition  may  be  expected  to 
reduce  the  earnings  of  the  combining  persons;  instead  of  bringing 
down  price.s,  competition  will  in  this  case  merely  tend  to  de- 
crea.se  the  average  amount  of  business  or  employment  that  the 
combining  persou-s  are  able  to  obtain. 

excess  of  vnlue  of  the  results  of  their  labour  over  what  they  ooaaume  (allowing 
for  intereBt  on  the  latter)  as  great  as  possible.  But  it  will  be  only  under  special 
circumstances  that  lie  can  feel  even  approximately  sure  on  thet-e  points.  See 
oh.  viti.  §  1. 
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Secondly,  we  have  to  take  note  of  the  various  ways  in  which 
the  interests  of  the  combiners  in  the  aggregate  may  be  related 
to  the  private  interests  of  individuals  among  tliem.  From  the 
point  of  view  of  general  theory,  Combination  presents  itself 
primarily  as  a  consequence  of  the  unconstrained  pursuit  of 
private  pecuniary  interest  by  each  individual  whn  combines; 
but  even  where  this  is  the  case,  and  where  each  may  expect  to 
gain  if  all  keep  their  compact  to  restrict  supply,  the  share  of 
the  gain  of  the  monopoly  accruing  to  any  one  member  of  the 
combination  witliin  a  given  period  may  bo  materially  less  than 
what  he  might  obtain  by  increasing  his  own  supply  in  violation 
of  the  compact;  especially  if  such  violation  can  be  kept  for 
some  time  secret.  In  such  cases  it  may  be  necessary  for  the 
combination  not  only  to  provide  against  open  violation  of  its 
rules  by  substantial  pecimiary  penalties,  or  strong  social  sanc- 
tions; but  also  to  take  precautions  against  secret  evasion  of 
rules.  And  such  provision  will,  of  course,  have  to  be  still  more 
stringent,  when — as  is  often  the  case  in  practice — the  com- 
bination generally  profitable  to  a  given  class  of  labourers  has 
been  only  joined  reluctantly  by  some  individual  members  of 
the  class  ;  either  (1)  because  they  have  special  reason  to  dread 
the  initial  loss  caused  by  the  artificial  restriction  of  supply 
or  the  sacrifices  which  a  straggle  between  opposing  combinations 
would  entail  ;  or  (2)  because  the  regulations  necessary  to  ensure 
the  carrying  out  of  the  combination — ctf  vvhicli  I  nhall  speak 
presently — are  specially  disadvantageous  to  tliem. 

The  consideration  of  social  sanctions  for  the  maintenance 
of  a  combined  monopoly  leads  me  to  observe  that  besides  the 
express  combinations  which  we  have  hitherto  had  in  view,  in 
which  resolutions  arc  formally  taken  by  a  whole  body  of  com- 
bining persons  or  by  a  council  representing  and  obeyed  by  the 
whole  body,  similar  results  may  be  to  some  extent  produced 
by  more  informal  communications; — or  even  without  any  com- 
munication, through  the  acquaintance  that  each  member  of  the 
cttiss  has  with  the  sentiments  and  habits  of  action  of  the  rest. 
Such  tacit  combinations,  indeed,  are  hardly  likely  to  be  effec- 
tive for  the  attainment  of  a  rise  in  the  price  of  the  commodity 
exchanged ;  except,  perhaps,  where  such  a  general  rise  is  ob- 
viously necessary  to  prevent  a  detinite  loss  to  the  whole  class, 
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in  consequence  of  some  change  of  circumstances.  But  where 
the  price  of  any  product  or  service  has  aciiuired  a  certain 
stability  through  custom,  the  resistance  which  the  mere  vis 
inertias  of  custom  would  present  to  any  econoroic  forces  opera- 
ting to  lower  such  price  is  likely  to  be  considerably  strengthened 
by  the  consciousness  of  each  seller  of  the  commodity  that  other 
sellers  will  recognise  their  common  interest  in  maintaining  the 
price,  and  that  substantial  social  penalties  are  likely  to  be 
inflicted  iiptm  any  one  who  undersells  the  rest.  It  is  in  this 
way,  for  instance,  that  the  customary  fees  for  professional 
services  and  the  prices  charged  by  retail  tniders,  are  sometimes 
maintained  above  the  rate  to  which  a  perfectly  open  competition 
would  reduce  them'. 

In  order  to  see  more  fully  the  effects  of  this  necessity  of 
imposing  sanctions  for  the  maintenance  of  monopoly  resulting 
from  combination,  let  us  examine  more  in  detail  the  steps 
which  the  holder  of  a  monopoly  will  have  to  take,  in  order  to 
realize  the  maximum  of  possible  gain.  Wlien  the  monopoly  is 
complete,  it  obviously  confers  the  power  of  fixing  exactly  both 
the  amount  and  the  price  of  the  commodity  supplied  within 
any  given  time.  But  from  the  difficulty  of  forecasting  the 
demand  exactly,  it  can  rarely  be  most  profitable  to  do  this — 
except  for  very  short  periods,  determined  by  the  custom  of  the 
trade  and  the  convenience  of  purchasere.  And  such  a  course 
■will  generally  be  still  less  expedient,  where  the  monopoUst  baa 
not  complete  control  of  the  market.  Thus  nn  individual  mono- 
polist wlio  wishes  to  approximate  as  nearly  as  is  practicable  to 
the  possible  maxinuim  of  gain,  will  in  moat  ease.s  hud  it  best  to 
leave  the  actual  total  of  his  receipts  to  be  determined  within 
certain  limits  by  the  demand;  either  (1)  fixing  the  price  and 
letting  the  amount  sold  vary  with  the  state  of  the  market, or  (2) 
fixing  the  amount  to  be  sold  and  letting  the  price  vary — so  long 

'  The  &ctaB.l  extent  of  the  operation  of  these  iiaavowed,  and  more  or  leia 
tacit,  oombiimtionB  is,  from  the  nature  of  tho  case,  very  difficnlt  to  ascertain. 
Hence  the  mistake  may  easily  be  nmde  of  attributing  to  '  free  competition '  un- 
favourable efTecLs  on  wagM  which  are  really  due  to  comliiDationa  of  this  kind  on 
tbu  part  of  employers.  And  I  am  incliawl  to  think  that  this  mistake  has  some- 
times licon  inude  by  students  of  economic  history,  in  dealing  with  states  of 
society  in  wliicli  cuatoni  l)a«  ceased  to  determine  wages,  while  yet  manual 
labourers  generally  have  not  learnt  to  combine. 
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as  the  variations  are  not  very  srreat.  Which  of  the  two  courses 
he  will  aiiopt  will  depend  a  gootl  deal  on  the  nature  of  his  busi- 
ness; wliich  may  be  such  as  to  render  either  frequent  changes' 
in  amount  supplied,  or  frequent  changes  in  price,  especially 
jinconvenient.  But  ceteris  paribus  he  will  probably  prefer  to 
effect  the  limitation  of  his  supply  indirectly,  by  keeping  up  the 
price,  BO  that  the  sacrifice  of  his  customers'  interests  to  his  own 
may  l>e  less  palpable  and  ofFeusive,  When,  however,  the  mono- 
poly results  from  combination,  another  consideration  may  some- 
limes  determine  the  choice  between  the  two  alternatives ;  viz. 
the  respective  facilities  that  either  affords  for  practically  holding 
I  individual  members  of  the  combination  to  their  compact.  Au 
►agreement  as  to  price  would  seem  to  be  ordinarily  both  the 
simplest  and  the  easiest  to  enforce.  In  some  cases,  however, 
though  a  direct  reduction  of  price  is  easy  to  detect  and  pro- 
hibit, it  is  more  difficult  to  secure  that  none  of  the  combining 
suppliers  shall  attract  customers  by  indirect  concessions,  equi- 
valent to  a  reduction  of  price.  On  these  and  other  grounds 
it  has  sometimes  been  found  more  effective  to  limit  the  amount 
supplied  by  each  seller,  leaving  the  price  to  be  regulated  by  tlie 
demand'. 

The  method  by  which  Trades'  Unions,  and  other  combina- 
tions of  labourers  have  endeavoured  to  increase  the  earnings  of 
their  members  has  been  mainly  that  of  fixing  a  price  for  their 
labour.  To  a  smaller  extent,  however,  they  have  also  adopted 
measures  tending  to  restrict  the  amount  of  the  labour  that  they 
cnntrol.  Thus  (1)  they  have  sought  to  imjwse  restrictions  on 
the  number  of  apprentices  taken  on  by  the  employers,  and 
(2)  they  have  aimed  at  reducing  the  ordinary  amount  of  hours 
of  each  week's  (or  day's)  work  of  tlie  labourers  ;— such  reduction, 
however,  has  in  some  cases  been  not  much  more  than  a  parti- 
cular mode  of  fixing  the  price  of  labour,  as  there  has  been  no 
regulation  prohibiting  work  beyond  the  normal  time,  and  such 
work  has  in  fact  been  coinmim.  In  any  case  it  is  evident  that 
a  union  open  to  all  properly  qualified  woikmeu  in  any  trade 


>  Thus,  for  instance,  "  great  coal  companies hare  at  various  times  bound 

themselves  to  ouo  another  under  pecuniary  penalties  not  to  exceed  a  certain  out- 
put, which  is  fixed  from  time  to  lime  by  a  central  committee."  t'conomici  of 
Iniiustry,  p.  182. 
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must  in  some  way  limit  the  number  of  those  entering  the 
trade,  in  order  to  secure  permanently  for  its  average  membei-s 
wages  known  to  be  liigher  on  the  whole  than  those  earned  in 
similar  industries  of  the  same  grade.  Otherwise,  tliough  the 
rate  of  wages  paid  to  any  one  in  actual  employment  might  be 
muiatained,  the  average  wages  earned  from  year  to  year  would 
tend  to  be  grailually  reduced  by  an  increase  in  the  number  of 
workmen  out  of  employment,  until  the  advantages  of  the  higher 
price  of  labour  were  lost'. 

Hitherto  we  have  not  expressly  considered  the  case  of  several 
products  different  in  quality,  under  the  contnil  of  the  same 
monopolist.  Where  such  differences  are  clearly  defined,  this 
plurality  does  not  present  any  new  economic  problem,  as  the 
monopoly  value  of  each  separate  quality  of  product  may  obvi- 
ously be  determined  separately.  But,  in  the  case  of  labour, 
<lifferencea  of  quality  are  frequently  not  marked  off  by  such 
definite  and  unmistakeable  characteristics  as  would  render  it 
easy  to  frame  a  taritt'  of  wages  accurately  corresponding  to 
them ;  and  especially  where  the  processes  of  work  performed 
arc  the  same,  and  only  the  manuer  of  performing  them  varies, 
it  would  be  very  difficult  for  an  aggregate  of  workers  varying 
in  efficiency  to  agree  upon  such  a  tariff.  One  way  out  of  this 
difficulty,  which  is  that  commonly  taken  by  Trades'  Unions, 


1  It  may  b«  observed  that  actually  Tradea'  Unions  are  not  merely  associatioos 
for  priKuriof;  to  their  meinlicrfl  the  highest  poBsible  return  for  their  labonr,  bat 
also  aim  at  providipg  mutual  assurance  fur  their  nieiiibers  by  means  of  peca- 
niary  as!!i»tance,  ajiivinat  the  loss  caused  by  wunt  of  cmploymcut.  The  "  out  of 
"  work  pay  "  tbu9  pro^nded  is,  however,  considerably  leBs  thau  the  lowest  wages 
earned  by  an  ordinary  worker  in  the  trade.  Hctico  any  addition  to  annual 
wages  secured  by  such  a  union,  if  adinissiou  to  the  trade  were  practiciilly  unre- 
stricted, would  be  liublo  to  be  diminished  in  two  ways  ;  partly  by  the  increased 
coDtribation  that  would  be  required  from  all  members,  to  insure  effectively 
against  want  of  employment;  and  pirtly  by  the  increased  number  of  days 
during  which  each  workman,  on  the  average,  would  have  to  content  himself 
with  the  out  of  work  pay.  If,  as  I  aiu  informed,  no  such  eflecta  as  ihewi 
liave  been  observed  in  the  case  of  Trades'  Unions  whiefa  do  not  practically 
restrict  entrance  into  their  trades,  I  should  be  disposed  to  infer  that  no  such 
union  has  as  yet  raiaeil  the  net  advautaKea  obtainable  by  its  members  above 
thoRO  obtainable  in  other  iuduntries  that  are  on  the  same  level  as  regards 
the  outlay  and  the  naturul  fiualilicalions  which  they  require — or  at  least 
that  it  has  not  done  thiit  to  un  extuut  generally  iKrceptible  for  any  considerable 
period. 
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is  to  fix  a  minimiiTii  rate,  below  which  the  ordiuarily  skilled 
craftsmen  in  the  trade  are  not  to  accept  employment'. 

§  4.  Let  us  now  inquire  under  what  conditions  of  Supply 
and  Demaud  it  will  be  possible  for  a  combination  of  labourers 
to  raise  their  avfrage  earninirs  by  an  oppiirtune  increase  of  the 
price  charged  for  their  kibour.  lu  this  iiniuiry,  however,  I  do 
not  propose  to  take  into  account  the  loss  that  may  be  incurred 
through  Rtrikes,  or  any  expense  involved  in  carrying  on  the 
work  of  conibinatiou  :  since  it  can  hardly  be  the  interest  of 
employers  to  run  the  risk  of  a  strike,  unless  either  they 
combine,  or  a  single  business  is  so  large  relatively  to  the 
particular  combination  of  labourers  as  to  enjoy  a  partial 
'buyers'  monopoly:' — and  we  Lave  not  yet  come  to  consider 
the  terms  of  exchange  between  two  opposing  monopolies. 

Putting  strikes,  then,  out  of  t!ic  question,  we  may  say 
generally  that  the  coiubiuiiig  labourers  will  gain  by  raising  the 
rate  at  which  they  consent  to  sell  their  labour,  so  long  as  this 
does  not  cause  the  demand  for  their  labour  to  fall  off  so  much 
as  to  re<luco  the  total  amount  spent  in  purchasing  it.  Such  a 
fall  in  demand  may  (1)  be  expected  to  occur  rapidly,  if  an 
adequate  substitute  for  the  monopolized  labour  can  be  obtained 
from  other  sources,  at  a  cheaper  rate  (all  things  considered) 
than  that  fixed  by  the  Union :  this  contingency,  however,  it 
will  be  not  difficult  to  exclude  temporarily,  if  the  combination 
comprises  the  majority,  or  even  a  large  minority,  of  the  labourers 
in  the  country,  trained  to  perform  the  processes  of  the  particular 
industry ;  provided  the  rise  in  wages  demanded  bo  kept  within 
such  limits  that  the  labour  controlled  by  the  Union  is  still 
cheaper,  considering  its  superior  quality,  than  any  otLer  labour 
which  the  employers  are  able  to  draw  from  other  industries,  or 
import  from  other  countries'.     But  (2)  even  if  this  contingency 

'  Thi-t  rat«  is  freqnently  diScrcnt  in  different  localities,  Cf.  Howell,  Capital 
and  Labour,  c.  iv.  g  -10. 

'  In  Uie  caoe  of  labour  imported  from  (nominallj)  the  sama  industry  in  other 
countries  we  have  to  consider  not  merely  the  actual  cost  of  carriage,  the  expense 
incurred  in  procitrinK  the  labourors  by  advertisements,  agents,  Sec,  and  the  extra 
rcmuncraticn  re([uircd  to  compensate  for  expatriation ;  bnt  also  the  extent  to  which 
they  will  be  inexpert  in  the  methods  and  processes  of  the  industry  ns  practised  in 
the  country  to  which  they  are  brought ;  and  further,  where  the  languages  are 
different,  the  cost  of  interpreters,  and  the  loss  occasioned  by  inevitable  misun- 
dcrntundings  on  the  part  of  fellow-labouK-rs  and  others.     Cf.  Howell,  c.  ix.  g  13. 
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be  excluik'd,  the  fall  in  the  demand  for  the  mouopolizod  labour 
may  be  expected  to  occur,  though  more  gradnally,  through  the 
defection  of  employers,  if  the  average  profits  of  the  latter  are 
reduced  by  the  rise  in  wages  perceptibly  below  the  profits 
obtainable  on  equal  amounts  of  ciipital  iu  other  industries. 
There  are,  however,  several  cases  in  which  this  effect  is, 
either  permanently  or  temporarily,  unlikely  to  occur  to  any 
important  extent :  as  (a)  if  the  employers,  being  wholly  or 
partially  exempt  from  competition,  were  previously  able  to 
make  profits  in  excess  of  the  normal  rate  ;  or  (ii)  if,  apart  from 
the  rise  iu  vvage.s,  they  would  be  in  a  positiim  to  do  so  tcuiporii- 
riiy  owing  to  a  simultaneous  rise  iu  the  price  of  their  commodity 
through  intensification  of  the  demand,  or  to  a  fall  in  its  cost  of 
productit)n  through  inventinrv,  cheapening  of  material,  &c.  It 
is  to  be  observed  that  in  the  latter  cases,  an  ultimate  rise  iu 
wages  might  be  expected  to  occur,  even  if  there  were  no  com- 
bination of  hibourers;  since  the  increase  in  employers'  profits 
that  would  then  take  place  would  tend  to  cause  an  extension  of 
business  and  an  intensified  deinaud  for  the  appropriate  labour. 
Still,  the  gain  that  would  thus  accrue  to  the  labourers  might 
easily  be  less  on  the  whole  (as  well  as  later  in  time)  than  the 
increase  in  wages  obtainable  by  combination. 

Again,  if  the  conim<vdity  sold  by  the  employers  i.<5  of  such  a 
kind  that  an  increase  in  its  price  tends  but  slightly  to  reduce 
the  consumers'  demand  for  it.  so  that  the  aggregate  expenditure 
on  the  commodity  is  increased,  the  additional  cost  of  production 
due  to  a  rise  in  wages  maybe  entirely  thrown  on  the  consumers, 
without  any  material  reduction  in  the  amount  produced,  or  in 
the  employers'  demand  for  labour.  And  this  is  likely  to  be  the 
case  with  any  commodities  which  are  regarded  by  the  consumers 
as  indispensable,  except  so  far  as  the  employers  of  the  com- 
bining labourers  are  closely  pressed  in  the  markets  which  they 
supply  by  the  competition  of  producers  who  ore  unaffected  by 
the  combination. 

Further,  a  rise  in  %vages  may  often  be  temporarily  secured, 
without  a  corresponding  reduction  of  business,  even  though  the 
employers'  profits  be  tfiereby  reduced  consi<lerably  below  the 
normal  rate,  if  their  industry  is  one  that  uses  a  large  amount  of 
fixed  capital.     For  in  this  case  the  employers  are  often  unable 
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to  diiniiiisli  thuir  employment  of  labour  niateriaUy,  without 
proportionally  reducing  the  yield  on  their  fixed  capital;  aud 
the  loss  thus  incurred  may  be  greater  than  that  involved  in 
paying  the  higher  wages  to  their  iull  compleineut  of  labourer?. 
Indeed,  in  certain  circumstances — as  for  instance,  if  an  employer 
has  contracted  to  do  a  certain  amount  of  work  under  heavy 
penalties,  or  if  he  has  a  large  stock  of  raw  material  that  will 
deteriorate  by  being  kept,  or  even  merely  if  he  is  seriously 
afraid  of  losing  his  business  connexion — it  may  be  expedient 
for  him  to  continue  his  production,  even  if  he  earns  less  than 
nothing  for  his  labour  and  the  use  of  his  capital.  But  under 
puch  circumstances  the  gain  to  the  combining  labourers  can 
obviously  be  only  temporary,  the  period  during  which  it  can  last 
being  limited  in  proportion  to  the  severity  of  the  employers' 
loss:  and  it  is  uot  imprubiiblo  that  the  ultimate  loss  to  the 
combining  labourers  from  the  diminution  of  employment  may 
decidedly  outweigh  the  immediate  gain. 

In  all  the  above  cases  it  is  p(fssiblo  for  a  combination  of 
workmen  to  .secure,  either  temporarily  or  permanently,  a  rise  in 
wages ;  while  in  none  of  them,  except  the  last,  has  such  gain 
any  manifest  tendency  to  be  counterbalanced  by  future  loss. 
And  it  does  not  appear  that  these  cases  are  in  practice  very 
exceptional:  or  that  the  proposition  that  a  "trades'  union  cannot 
"in  the  long  run  succeed  in  raising  wages"  corresponds  even 
aj>proxinuitL'ly  to  the  actual  facts  of  industry.  I  am  not,  how- 
ever, aware  that  any  economist  of  repute  has  really  maintained 
such  a  proposition — whatever  may  be  the  case  with  indiscreet 
disciples.  All  that  Mill  and  his  chief  followers  have  argued 
is,  that  if  one  set  of  labourers  obtain  an  increase  of  wages  in 
this  way,  there  must  be  a  corresportding  reduction  in  the  wages 
of  other  labourers.  Even  if  this  were  so,  there  hardly  seems 
to  be  any  reason  why  the  labourers  in  any  particular  industry, 
supposing  them  to  be  "  economic  men  "  of  the  ordinary  pattern, 
should  be  expected  to  sacrifice  their  interests  Ui  those  of  certain 
other  labourers  unknown.  Still  the  conclusion,  from  the  point 
of  view  of  the  philanthropist,  is  so  important  that  it  is  worth 
while  to  examine  carefully  the  grounds  upon  which  it  is  based. 

The  doctrine  is,  in  fact,  a  deduction  from  that  cfiuibated  in 
Chap.   viH.,   under   the   name  of   the  "  Wages- Fund  Theory," 
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according  to  which  the  share  of  hired  labour  in  the  aggregate 
was  supposed  to  be  "predetermined"  in  the  aggregate  bargaining 
between  (cniphjyiug)  capitalists  and  labourers,  and  therefore  as 
incapable  of  being  altered  by  the  successful  bargaining  of  any 
one  set  of  labourers.  According  to  my  view  of  the  relation  of 
capital  to  labour,  this  supposition  is  erroneous.  We  can,  indeed, 
affirm  that  any  increase  in  the  wages  of  hired  labour  not  accom- 
panied by  an  equal  increase  in  its  productivenesi',  tends  to  bo 
compensated  to  sutne  extent  by  a  subsequent  decrease,  so  far  as 
such  it  involves  a  reduction  of  the  rate  of  interest  in  the 
country ;  since  any  such  reduction  must  tend  to  check  the 
supply  of  capital  for  home  investment,  and  so  ultimately  to 
raise  interest  again,  at  the  expense  of  wages.  But  there  is  no 
reason  to  suppose  tliat  this  ulterior  loss  to  hired  labourers  in  the 
aggregate  will  just  counterbalance  their  previous  gain ;  and 
there  are  several  possible  cases  in  which  the  above-mentioned 
eflfoct  on  interest  will  either  not  occur  at  all,  or  be  slight  in 
comparison  to  the  rise  in  wages.  Thus  in  the  first  place,  when 
the  increase  in  the  remuneration  of  any  class  of  labourers  causes 
a  corresponding  increase  in  their  efficiency,  through  their  being 
more  amply  supplied  with  the  necessaries  of  life,  the  gain  of 
tliese  labourers  involves  no  corresponding  loss  to  any  other 
class.  Again,  so  far  as  any  rise  in  wages  diminishes  the  extra 
profits  which  a  particular  class  of  employers,  having  certain 
special  advantages,  were  previously  able  to  make,  the  loss 
caused  by  it  falls  primarily  on  the  wages  of  manageraeut  of 
these  eraployei-s;  and  whatever  ultimate  effect  it  may  have  in 
reducing  the  rate  of  interest  k  not  likely  to  be  great  in  propor- 
tion to  its  primary  effect.  Finally,  bo  far  as  the  addition  to 
particular  wages  is  entirely  or  mainly  paid  by  an  increase  in 
the  exchange  value  of  products  consumed  chiefly  by  the  rich, 
tbough  there  will  be  a  consequent  loss  to  capitalists  as  con- 
sumers, and  thus  a  diminution  in  the  real  income  derived  from 
capita!,  there  will  not  therefore  be  any  diminution  in  interest 
regarded  as  a  motive  to  accumulation. 

In  none  of  these  cases,  then,  does  a  gain  obtained  through 
combination  by  one  set  of  hired  labourers  tend  to  cause  any- 
thing like  an  equivalent  loss  to  some  other  hired  labourers. 
There  are,  no  doubt,  many  other  cases  in  which  such  toss  tends 
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according  to  "which  the  share  of  hired  labour  in  the  aggregate 
was  supposed  to  bo  "predetermined"  in  the  aggregate  bargaining 
betweeu  (employing)  capitalists  and  labourers,  and  therefore  as 
incapable  of  being  altered  by  the  successful  bargaining  of  any 
one  set  of  labourers.  According  to  my  view  of  the  relation  of 
capital  to  labour,  this  supposition  is  erroueous.  We  can,  indeed, 
affirm  that  any  increase  in  the  wages  of  hired  labour  not  accom- 
panied by  an  equal  increase  in  its  prodxietiveness,  tends  to  be 
coiiiponsated  to  some  extent  by  a  subsequent  decrease,  so  far  as 
such  it  involves  a  reduction  of  the  rate  of  interest  in  the 
country;  since  any  such  reduction  must  tend  to  check  the 
supply  of  capital  for  home  investment,  and  so  ultimately  to 
raise  interest  again,  at  the  expense  of  wages.  But  there  is  no 
reaaon  to  suppose  that  this  ulterior  loss  to  hired  labourers  in  the 
aggregate  will  just  counterbalance  their  previous  gain ;  and 
there  are  several  possible  cases  in  which  the  above-mentioned 
effect  on  interest  wilt  either  not  occur  at  all,  or  be  slight  in 
comparison  to  the  rise  in  wages.  Thus  in  the  first  place,  when 
the  increase  in  the  remuneration  of  any  class  of  labourers  causes 
a  corresponding  increase  in  their  efficiency,  through  their  being 
more  amply  supplied  with  the  necessaries  of  life,  the  gain  of 
these  labourers  involves  no  corresponding  loss  to  any  other 
class.  Again,  so  far  as  any  rise  in  wages  diminishes  the  extra 
profits  which  a  particular  class  of  employers,  having  certain 
sjxfcial  advantages,  were  previously  able  to  make,  the  loss 
caused  by  it  falls  primarily  on  the  wages  of  management  of 
these  employers;  and  whatever  ultimate  effect  it  may  have  in 
reducing  the  rate  of  interest  is  not  likely  to  be  great  in  propor- 
tion to  its  primary  effect.  Finally,  so  far  as  the  addition  to 
particular  wages  is  entirely  or  mainly  paid  by  an  increase  iu 
the  exchange  value  of  products  consumed  chiefly  by  the  rich, 
though  there  will  be  a  consequent  loss  to  capitalists  as  con- 
sumers, and  thus  a  diminution  in  the  real  income  derived  from 
capital,  there  will  not  therefore  be  any  diminution  in  interest 
regarded  as  a  motive  to  accumulation. 

In  none  of  these  cases,  then,  does  a  gain  obtained  through 
combination  by  one  set  of  hired  labourera  tend  to  cause  any- 
thing like  an  equivalent  loss  to  some  other  hired  labourers. 
There  are,  no  doubt,  many  other  casas  in  which  such  loss  tends 
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to  be  ultimately  considerable,  and  may  outweigh  the  imme- 
diate gain,  from  the  point  of  view  of  labour  generally,  even  if 
we  leave  the  effect  of  strikes  out  of  account.  The  loss  in 
question  is  produced  not  only  through  reduction  of  the  supply 
of  capital  for  home  employment,  but  also  in  other  ways ;  thus 
(1)  an  increase  in  the  cost  of  any  particular  kind  of  labour,  so 
far  as  it  causes  a  rise  in  the  price  of  products  consumed  by 
other  hired  labourers,  tends  to  diminish  the  real  wages  of  the 
latter ;  (2)  a  rise  due  to  combination  in  the  price  of  the  labour 
furnished  by  a  particular  class  of  workers  will  generally  be 
accompanied  by  a  diminution  in  the  amount  of  such  labour 
employed,  and  so  will  tend  pro  tanto  to  prevent  some  actual  or 
possible  labourers  of  the  same  class  from  obtaining  as  much 
remuneration  as  they  would  otherwise  do ;  (3)  the  same  cause 
tends  more  indirectly  to  reduce  the  demand  for  other  kinds  of 
labour  employed  either  in  the  same  industry,  or  in  other 
industries  cooperating  directly  or  indirectly  to  produce  the 
same  consumable  product. 

So  far  I  have  been  considering  the  operation  of  Trades' 
Unions,  or  other  combinations  of  labourers,  in  restricting  the 
supply  of  laboiir  either  directly  or  by  raising  its  price.  But, 
before  concluding  this  inquiry,  it  should  be  observed  that 
combinations  of  workers,  avowed  or  tacit,  have  sometimes 
sought  with  more  or  less  success  to  increase  their  earnings 
through  an  enlargement  of  the  demand  for  their  work; 
by  enforcing  the  use  of  more  laborious  processes  of  production 
than  are  necessary  for  the  result  desired  by  the  consumers  of 
their  products.  Such  artificial  enlargement  of  demand  is  more 
obviously  injurious  to  society  than  an  artificial  restriction  of 
supply ;  since  the  extra  labour  of  which  the  use  is  thus  enforced 
is,  from  a  social  point  of  view,  palpably  and  undeniably  wasted. 
Hence  this  mode  of  increasing  the  aggregate  wages  of  a  class 
of  workers  seems  to  be  rarely  adopted  in  an  avowed  and  un- 
qualified way :  that  is,  the  more  laborious  process  maintained 
by  combination  commonly  produces,  or  is  believed  to  produce, 
a  result  somewhat  superior  in  quality  to  that  which  could  be 
obtained  by  less  labour,  though  the  difference  in  quality  by  no 
means  compensates  for  the  additional  cost. 

§  5.     In  the  last  two  sections  we  have  been  engaged  in 


352 


MO XO POLY  AND  COMBIXATIOX. 


[Book  11. 


analysing  the  effects  of  monojwly  resulting  from  combination, 
when  it  is  what  I  have  called  "  uiie-sided  " ; — i.e.  when  it  is  not 
met  by  a  counter-combination  of  the  other  parties  to  the 
exchanges  in  question.  But — as  I  have  said — where  combina- 
tion on  one  side  gives  the  combiners  important  advantages  in 
bargaining,  at  the  expense  of  those  who  deal  with  them,  self- 
interest  •will  obviously  suggest  to  the  latter  a  counter-combina- 
tion, as  a  means  of  escape  from  their  unfavourable  position. 
The  question  then  arises,  on  what  terms  will  exchange  tend  to 
take  place  when  monopoly  thus  meets  monopoly  ? — assuming  (as 
we  have  assumed  throiighout)  that  the  action  of  either  party  is 
governed  by  a  single-minded  but  intelligent  regard  to  its  own 
interests.  I  do  not  think  that  a  definite  theoretical  answer  can 
be  given  to  this  question — at  least  according  to  the  method 
adopted  in  the  present  Book — if,  as  will  usuaUy  be  the  case, 
there  is  a  considerable  margin  between  the  lecst  favourable 
rates  of  exchange  that  it  wouhl  be  the  interest  of  each  side 
respectively  to  accept,  if  necessary,  rather  than  not  come  to 
terms.  We  can  say  that  under  these  condition.^  it  is  clearly  the 
interest  of  both  to  divide  this  margin  in  any  proportion,  rather 
than  not  efl'ect  an  exchange :  but  there  are  no  general  economic 
considerations  that  enable  us  to  say  what  proportion  would  be 
chosen.  Similarly  we  cannot  s>iy  to  what  extent  or  for  how 
long  it  is  the  interest  of  either  side  to  suffer  loss  or  incon- 
venience rather  than  accept  the  terms  offered  by  the  other 
party.  It  is  a  trial  of  endurance,  of  which  tlie  results  are  likely 
to  vary  according  to  the  financial  and  other  circumstances  of 
the  contending  parties. 

It  is,  therefore,  only  in  a  partial  and  subordinate  way  that 
Economic  Science  can  offer  assistance  in  dealing  with  the  prac- 
tical problem  presented  to  Boards  of  Conciliation  or  Courts  of 
Arbitration  when  they  attempt  to  avert  or  close  a  controversy 
between  employers  and  employed  in  any  industry  as  to  the  rate 
of  Avages.  Economic  science  cannot  profess  to  determine  the 
normal  division  of  the  difference  remaining,  when  from  the  net 
produce  available  for  wages  and  profits  in  any  branch  of  pro- 
duction we  subtract  the  miuimimi  shares  which  it  is  the  interest 
of  employers  and  employed  respectively  to  take  rather  than 
abandon  tlie  business  and  seek  employment  for  their  labour  and 
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capital  elsewhere.  All  that  it  can  do  is  to  guard  against 
mistakes  in  applying  any  principle  of  distribution  of  the  net 
produce  on  which  the  two  parties  may  agree:  it  can  make  clear 
what  elements  of  gain  or  loss  are  to  be  taken  into  account  in 
carrying  out  this  principle  under  varying  circumstances,  and 
what  weight  is  to  be  attached  to  each  element.  But  the 
establishment  of  the  principle  itself  lies  beyond  the  scope  of 
Economic  Science,  as  conceived  by  the  present  writer.  I  there- 
fore defer  the  detailed  discussion  of  this  practically  most  im- 
portant problem,  until,  in  the  concluding  Book,  I  pass  from 
discussing  Distribution  as  it  is  or  tends  to  bo  to  consider 
Distribution  as  it  ought  to  be. 
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§  1.  The  more  important  conclusions  reached  in  the  five 
preceding  chapters  may  be  broadly  summed  up  as  follows  : 

The  whole  produce  of  the  labour  and  ca.pital  employed  in 
any  couutry,  the  whole  increment  of  its  wealth  in  any  given 
year,  will  be  greater  or  less — other  things  being  the  same — 
according  to  the  quantity  and  efficioncy  of  its  labour :  while  the 
supply  of  labour,  iu  a  thickly  peopled  country,  will  be  materially 
influenced  by  the  amount  of  produce  }>er  head  that  falls  to  the 
labourers;  and  again  t!ie  efficiency  of  the  labour  will  depend 
largely  on  the  amount  <>f  aid  that  it  receives  from  capital,  the 
accumulation  of  which  is  materially  influenced  by  the  rate  of 
interest.  The  earnings  of  labour  in  the  aggregate  (including 
the  labour  of  management)  may  be  most  conveniently  regarded 
as  consisting  of  this  total  produce,  after  subtracting  whatever 
payment  has  to  be  made  for  the  use  of  the  accumulated  results 
of  previous  labour  and  appropriated  natural  agents.  Industrial 
competition  operates  continually,  with  certain  qualifications  and 
within  certain  limits,  to  equalize  the  shares  in  which  such 
aggregate  earnings  of  labour  are  divided  among  the  labourers; 
still,  the  wages  of  different  classes  are  characterized  by  very 
striking  inequalities  which  industrial  competition  has  no  direct 
tendency  to  remove.  These  inequalities  are  partly  compensa- 
tory for  inequalities  of  sacrifice  or  outlay  undergone  either  by 
the  workers  themselves  or  their  parents  ;  but,  iu  such  a  societ}* 
as  ours,  they  are  likely  to  be   partly  due  to  the  scarcity  of 
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persons  duly  qualified,  through  their  own  wealth  or  their 
parents',  for  the  performance  of  certain  kinds  of  work.  The 
limitation  of  numbers  necessary  to  thus  result  would  not, 
however,  be  maintained,  generally  speaking,  if  the  standard  of 
comfort  habitual  in  each  of  the  higher  grades  of  society  did  not 
place  an  effective  check  upon  increase  of  population  within  the 
grade.  This  check,  moreover,  may  be  importantly  aided  by 
the  attractions  which  the  prospects  of  higher  remuneration 
abroad  exercise  on  diHerent  cla&ses  of  labourers;  since  the 
average  real  remuneration  of  any  class  can  not  remain  below 
the  real  remuneration  which  the  workers  in  question  believe  to 
be  obtainable  by  thoni  in  another  country,  by  an  amount 
materially  more  than  sufficient  to  compensate  for  the  pros- 
pective cost  and  trouble  of  obtaining  it,  and  the  sacrifices 
involved  in  expatriation,  as  estimated  by  the  persons  concerned; 
provided  that  the  outlay  required  is  not  actually  beyond  their 
means. 

Another  cause  of  variation  in  the  wages  of  different  kinds  of 
labour  is  the  fact  that  certain  classes  of  persons  possess  natural 
qualities,  physical  and  intellectual,  which  are  scarce  relatively 
to  the  demand  for  their  labour ;  and  this  is,  even  more  mani- 
festly, a  cause  of  differences  of  remuneration  among  individual 
members  of  the  same  class.  Skill  peculiar  to  a  single  in- 
dividual renders  its  possessor  a  monopolist  uf  the  special  com- 
modity produced  by  his  skill;  and  this  monopoly  may  enable 
him  to  increase  his  income  very  considerably,  if  there  be  a 
keen  demand  for  his  commodity.  Similar  advantages,  varying 
in  extent  and  duration,  may  be  gained  by  a  combination  of 
persons  specially  skilled.  If  the  labour  controlled  by  such  a 
combination  were  strictly  indispensable  to  the  production  of 
some  strictly  indispensable  commodity,  the  combined  labourers 
would  have  it  in  their  power  to  exact  such  a  price  for  it  as 
would  strip  the  rest  of  the  community  of  all  their  superfluous 
wealth — that  is,  if  we  can  suppose  freedom  of  exchange  to  be 
legally  maintained  under  these  hypothetical  circumstances. 
Practically  such  a  case  has  never  occurred :  even  where  the 
need  which  the  monopolized  labour  supplies  is  one  which  must 
be  satisfied,  some  substitute  can  always  be  found  either  (1)  for 
the  labour  or  (2)  for  the  consumable  commodity  which  it  is  a 
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means  of  proflucing;  and  this  possibility  of  substitution  fixes  a 
limit  ti)  tlie  piice  which  the  monopolized  labour  can  obtain. 

A  specially  remarkable  instance  of  inequality  in  the  remune- 
ration of  labour  is  furnished  by  the  earnings  or  wages  of  manage- 
ment of  the  employer  as  such ;  since  such  wages  tend  to  increase 
•with  the  amount  of  capital  employed  to  an  extent  more  than 
proportioned  tn  the  consequent  increase  in  the  lab4iur  of  man- 
agement ;  owing  to  the  scarcity  of  employers  individually  con- 
trolling large  capitals,  as  compared  with  the  field  of  employ- 
ment for  such  capitals,  and  to  the  superiority,  on  the  average, 
of  the  work  done  by  an  ei>ij>loycr  who  labours  for  himself  alone, 
as  compared  with  the  manager  of  a  jointatock  company. 

Turning  to  the  yield  of  capital  itself,  we  observe  that  the 
returns  from  certain  investments  may  be  kept  above  the  ordinary 
rate  of  interest  on  the  original  outlay — just  as  the  remuneration 
of  labour  may — through  the  operation  of  monopoly  or  scarcity. 
A  chief  case  of  this  is  the  rent  of  agricultural  land  in  thickly 
pi>putated  countries,  which  is  kept  above  ordinary  interest  on 
the  outlay  of  which  its  utility  is  the  result,  by  the  liinttatioD  of 
land  equally  available  for  supplying  the  same  markets  with 
agricultural  products;  the  excess  of  yield  being  due  partly  to 
the  natural  qualities  of  the  soil,  partly  to  the  distribution  of 
the  population  that  purchases  its  produce.  In  some  cases — such 
as  tlie  ground  in  towns  or  the  ground  containing  rich  minerals 
(supposing  no  outlay  to  have  been  incurred  in  discovering  them), 
rent  is  not  to  any  material  extent  paid  for  the  use  of  the  results 
of  labour  employed  on  the  land :  it  is  almost  wholly  to  be 
referred  to  the  appropriation  of  a  natural  agent  scarce  relatively 
to  the  demand  for  it.  The  efiect  of  monopoly  or  scarcity 
is  also  exhibited  by  the  high  dividends  often  paid  on  the 
stocks  of  water-companies  and  gas-companies,  and  other  invest- 
ments which,  either  through  legal  interference  or  the  force  of 
circumstances,  are  wholly  or  partially  exempt  from  competition. 
An  analogous  extra  yield,  again,  is  obtained  by  manufac- 
turers who  use  processes  protected  from  imitation  by  secresy 
or  legal  monopoly,  and  by  houses  of  business  that  have  an 
established  connexion  :  and  though  such  extra  profit  may  be 
properly  regarded  as  interest  on  the  results  of  the  labour  applied 
in  inventing  and  perfecting  a  new  process  or  establishing  a 
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business,  it  is  often  much  in  e.\cess  of  ordinary  interest  on  such 
outlay,  when  the  labour  has  been  applied  under  specially  favour- 
able social  or  industrial  conditions. 

On  the  other  hand  the  yield  of  capital  fully  exposed  to 
competition,  and  not  capable  of  being  transferred  without  loss 
from  the  investment  in  which  it  has  been  phiceJ,  cannot  on  the 
average  be  higher  than  ordinary  interest  on  the  original  outlay; 
and  is  liable  to  become  iudeSuitely  less  than  this,  through 
changes  in  the  arts  of  industry  or  in  other  social  couditions. 
Nor  is  this  liability  absent,  even  in  the  case  of  capital  partly 
exempt  from  competition. 

Current  interest,  or  the  price  obtained  for  the  use  of  capital 
continually  available  for  new  investment,  tends  to  be  approxi- 
mately the  same  for  equal  amounts  of  such  capital  invested  for 
equal  periods,  altowauce  being  made  for  dift'crences  in  the 
security  of  different  investments,  and  in  tlie  expectations  of 
their  future  rise  and  fall.  Such  iuterest  is  partly  paid  for 
wealth  employed  in  production,  and  partly  for  consumers' 
wealth  previously  lent  aud  consumed,  either  by  living  indivi- 
duals or  those  whose  obligations  they  inherit,  or  by  the  com- 
munity to  which  they  belong ;  in  this  latter  case  the  debts  on 
which  the  interest  is  paid  arc  to  bo  regarded  as  invested  capital 
ot  individuals,  though  not  of  the  community.  The  ratio  of  this 
.payment  to  the  value  of  the  principal  is  mainly  determined,  in 
'ft  modern  industrial  community  ill  which  wealth  is  continually 
accumulated,  by  the  relation  between  the  supply  of  available 
capital  and  the  field  of  profitable  industrial  employment  for  it; 
which  latter  tends  to  be  enlarged  as  population  increases — 
though  not  in  proportion  to  such  increase  after  a  certain  point 
of  density  bos  been  reached — and  which,  in  recent  times 
especially,  has  been  continually  and  greatly  extended  by  the 
progress  of  invention.  Since,  however,  the  accumulation  of 
capital  in  a  country  is  influenced  by  the  rate  of  interest, 
it  may  be  a.ssumed  with  great  probability  that  there  is,  at  any 
given  time,  a  certain  minimum  rate  necessary  to  induce  saving 
sufficient  to  balance  the  waste  of  capital  that  is  continually 
going  on  ;  and  that  as  current  interest  sinks  towards  this 
minimum,  accumulation  will  be  more  and  more  retarded.  The 
supply  of  capital  in  a  country,  however,  tends  to  vary  from 
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many  other  causes  besides  changes  in  the  rate  of  interest  there ; 
in  particular,  owing  to  the  international  mobility  of  capital, 
the  supply  in  any  one  country  tends  to  be  affected  by  any 
material  changes  in  the  field  of  employment  for  capital  else- 
where ;  and  also  by  any  change — due  (e.g.)  to  increase  or 
decrease  of  mutual  confidence — in  the  general  estimate  formed 
in  any  one  couutry  of  the  risks  attending  investment  in  another. 
§  2.  The  rates  of  remuneration  for  difl'erent  industrial 
services,  as  they  tend  to  be  determined  by  the  operation  of  the 
general  economic  causes  above  analysed — except  Combination, 
•which  requires  exceptional  treatment  from  the  difficulty  of  fore- 
casting its  effects,  if  we  suppose  it  generally  adopted — may  be 
designated  as  the  Normal  rates.  At  any  particular  time  and 
place,  the  actual  shares  of  produce  received  by  members  of  the 
difl'erent  industrifd  classes  are  likely  to  vary  somewhat  from 
the  normal  shares,  under  the  influence  of  such  transient  or 
local  causes  as  I  now  propose  to  examine ; — confining  myself 
mainly  to  causes  actually  operative  in  the  most  advanced  in- 
dustrial communities,  and  not  excluded  by  the  general  assump- 
tions on  which  our  theory  has  proceeded.  We  ought,  however, 
to  begin  by  noting  that  the  normal  shares  themselves  are 
likely  to  be  continually  fluctuating;  since  there  is  no  reason 
to  assume  that  any  of  the  general  causes  that  influence  them 
will  operate  in  precisely  the  same  manner  or  degree  for  any 
length  of  time.  We  have  already  observed  that  both  the  total 
produce  of  industry,  and  the  proportions  that  full  lespectively 
to  labour  and  to  capital,  tend  to  be  continually  altered  by 
the  changes  that  constitute  the  normal  growth  of  a  prosperous 
community — the  accumulation  of  capital,  the  increase  of  popu- 
lation, improvements  in  the  arts  of  industry  due  to  invention, 
and  tlie  development  of  cooperation,  especially  cooperation 
through  exchange.  We  have  seen,  too,  that  the  growth  of 
population  within  a  given  area  tends  on  the  one  hand  to  increase 
the  advantages  of  cooperation  ;  but  that  on  the  other  hand,  after 
a  certain  piteh  of  density  is  reached,  it  tends'  to  diminish  the 
efficiency  of  labour  in  agriculture,  tlirongh  the  increased  diffi- 
culty of  agricultural  production,  and  to  Increase  correspondingly 

'  That  ifl,  the  mere  growth  of  population  has  in  itself  this  tendency;  though 
it  maj  be  coanteractcd  \>j  improvements  in  LadnBtry  and  trade. 
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the  proportion  of  agricultural  produce  which,  falls  to  the  land- 
owner as  such.  Turning  to  the  normal  distribution  of  the 
aggregate  eaniing.s  of  labour  among  the  differcut  classes  of 
workers,  we  can  easily  see  that  it  will  be  modified  in  various 
complex  ways;  by  changes  in  the  distribution  of  wealth,  altering 
the  supply  of  persons  capable  of  making  a  given  amount  of  out- 
lay ;  changes  in  the  processes  of  industry,  altering  the  demand 
both  for  natural  qualities  and  for  the  results  of  training,  and 
also  altering  the  sacrifices  required  for  the  production  of  certain 
utilities;  changes  in  the  cost  of  production  of  certain  kinds  of 
skill,  through  the  spread  of  education,  &c. ;  changes  in  social 
habits  and  opinions,  inodifjaug  men's  estimate  of  commodities 
and  of  sacrifices ;  and  other  changes  too  numerous  to  mention. 

Agaiu,  the  continual  oscillations  in  the  market-price  of  com- 
modities which  wu  have  noticed  tend  to  be  accompanied  with 
corresponding  oscillations  in  the  profits  of  those  who  supply 
the  commoilities  in  question ;  owing  to  the  inevitably  unstable 
adjustment  of  supply  to  the  generally  varying  demaiid.  The 
forecast  of  the  demand  for  a  commodity — at  any  supposed 
price — can  at  best  be  only  approximative;  though  with  some 
commodities — such  as  a  staple  of  food — the  approximation  can 
be  made  much  more  close  than  with  others;  in  most  cases, 
however,  besides  the  larger  alterations  in  demand  which  I  shall 
notice  later,  there  will  be  continual  small  tides  of  change  from 
complex  causes  that  defy  calculation.  And  even  supposing  the 
demand  for  any  product  exactly  known  to  all  suppliers,  it  is 
still  highly  unlikely  that  at  any  given  time  supply  should  be  so 
adjusted  as  to  give  the  suppliers  the  exact  remuneration  that 
industrial  competition  tends  to  allot  to  them.  Indeed  in  agri- 
culture, hunting,  and  some  kinds  of  mining  the  produce  obtain- 
able by  a  given  amount  of  labour  frequently  varies  very  consi- 
derably on  either  side  of  the  average  ;  and  it  may  be  remarked 
that,  supposing  such  variations  to  affect  all  producers  about 
equally,  it  depends  on  the  precise  nature  of  the  demand  for  the 
product  whether  an  abundant  supply  will  be  profitable  or  the 
reverse :  since  if  the  demand  is  inelastic — as  it  is  (e.g.)  for 
corn — the  producers  may  easily  gain  by  dearth  and  lose  by 
plenty. 

Finally,  even  the  larger  fluctuations  that  affect  different 
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branches  of  productiou — which  we  have  now  to  examine  more 
in  detail — have  already  been  noticed  incidentally  in  considering 
the  general  determination  of  Interest ;  since  we  had  to  distin- 
guish, in  the  returns  actually  received  from  investments  of 
capital,  that  portion  which  is  practically  compensation  for  risk- 
Now  it  belongs  to  the  very  notion  of  'risk'  that  w^e  cannot 
predict  when  or  how  far  the  loss,  of  which  we  recognise  a 
certain  probability,  will  actually  be  incurred;  hence  even  if 
such  expectations  of  risk  were  altogether  well-founded,  it  would 
be  in  tlic  highest  degree  improbable  that  all  owners  of  capital 
should  incur  the  same  proportion  of  loss  in  any  particular  year. 
Similarly  we  have  taken  note  of  '  uncertainty '  as  one  cause  of 
the  difference  in  the  actual  remunerations  of  labour.  Here, 
how^ever,  it  should  be  observed  that  ordinarily  a  much  more 
exact  comparison  of  prospective  remunerations  is  made  by 
persons  investing  capital  than  by  persons  selecting  a  line  of 
labour.  Very  sligbt  differences  in  the  prospective  security  of 
interest,  which  would  have  no  effect  on  the  choice  of  a  trade 
or  profession,  find  expression  in  the  different  prices  of  different 
investments  of  capital ; — thus,  for  instance,  the  faint  additional 
chance  of  the  non-payment  of  interest  on  the  preference  shares 
of  a  first-class  English  railway  causes  such  sbares  to  be  sold 
at  a  somewhat  lower  price  than  debentures  of  the  same  rail- 
way yielding  the  same  interest.  So,  again,  if  a  small  capi- 
talist is  considering  whether  he  shall  go  into  a  business,  he 
takes  into  account  indefinite  and  remote  risks  which  can  hardly 
enter  into  the  view  of  an  ordinary  labourer  choosing  a  trade  for 
his  sou :  for  the  uncertainties  of  which  Adam  Smith  speaks, 
that  tend  to  be  compensated  in  the  higher  wages  of  particular 
trades,  are  dangers  frequently  incurred  in  the  course  of  the 
ordinary  experience  of  such  trades.  Accordingly  the  exceptional 
losses  of  different  classes  of  capitalists  and  employers  tend  to 
be  compensated  by  higher  incomes  in  ordinary  times  to  a 
ifreater  extent  thau  similar  losses  incurred  by  hired  labourers. 
On  the  other  band,  the  fluctuations  ia  the  profits  of  capital 
employed  by  the  owner,  and  even  in  the  mere  interest  of 
capital  that  bears  the  full  risks  of  industry,  are  decidedly 
greater  on  the  average  than  the  fluctuations  in  the  remuneration 
of  hired   labour :    because   under  the   existing  conditions   of 
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industry  the  capitalist  employer  mostly  bears  the  first  shock 
of  unforeseen  losses,  and  only  passes  on  a  part  of  the  blow  to  his 
employees;  and,  in  the  sarae  way,  he  mostly  secures  the  lion's 
share  of  unforeseen  gains. 

§  3.  Let  us  then  proceed  to  consider  more  in  detail  the 
causes  and  effects  of  the  more  important  fluctuations  in  the 
profits  of  different  industries.  Since  the  danger  of  loss  occupies 
a  larger  place  in  the  common  view  of  industrial  capital  than 
the  chance  of  extra  gain,  we  may  conveniently  begin  by  directing 
our  attention  to  the  former  phenomenon;  bearing  in  mind  that 
so  far  as  we  are  merely  dealing  with  changes  in  distribution, 
loss  and  gain — to  diffurcut  sets  of  pcrBOiis — are  correlative 
effects  of  the  ^ame  causes'. 

Losses  in  business  which  impair  aggregate  wealth  as  well  as 
the  wealth  of  individuals  may  be  due,  firstly,  to  dishonesty;  or, 
without  distinct  dishonesty,  to  the  pursuit  of  private  interests 
by  the  employers  of  borrowed  capital,  with  more  or  less  culpable 
indifference  to  the  interests  of  the  persons  who  own  the  capital. 
Or,  secondly,  they  may  be  due  to  mere  mismanagement  of  the 
routine  of  business — want  of  care  and  punctuality  in  meeting 
requirements,  want  of  vigilance  in  supervising  subordinates,  Sac. 
These  causes,  however,  are  hardly  likely  to  affect  specially  any 
particular  branch  of  production  ;  and  therefore  most  of  the 
damage  duo  to  them  will  rt;maiu  with  the  owners  or  employers 
of  the  capital  in  question.  But  a  third  class  of  losses,  which  arise 
from  want  of  the  higher  kind  of  business  ttdent, — viz.  foresight 
as  to  important  changes  in  supply  or  demand,  and  inventiveness 
in  adapting  pi-oduction  to  meet  such  chauges— being  liable  to 
affect  whole  classes  of  employers  simultaneously,  have  a  much 
greater  tendency  to  be  passed  on  to  the  classes  of  labourers 
employed  by  them.  It  is  hard  to  draw  a  line  in  any  case  de- 
fining hnw  much  of  this  kind  of  loss  should  be  regarded  as  the 
normal  penalty  of  uuskil fulness,  and  similarly,  how  much  of  the 
corresponding  gain  from  favourable  ctianges  is  the  normal  reward 
of  superior  ability;  since  it  is  diflBcult  to  place  definite  limits  to 
human  foresight  and  ingenuity.     But  at  any  rate  there  is  a 

1  Jt  should  be  observed,  however,  tlmt  important  chnnRcs  in  distribution 
•re  mostly  accompanied  by  some  increase  or  decrease  in  the  aggregate  wealth 
of  the  commnnily. 
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good  deal  of  actual  loss  aud  gain  which  we  must  place  beyond 
the  line,  aud  consider — cconoinically  speaking — as  beyond  tho 
scope  of  prescience  and  provision ;  and  it  would  seem  that  the 
development  of  industry  and  trade  tends  to  increase  both  the 
number  aud  the  magtiitude  of  such  unmerited  fluctuations  of 
income ;  though  it  also  tends  to  mitigate  their  worst  effects  on 
human  life  aud  happiness. 

In  examining  further  the  operation  of  such  accidents,  we 
may  notice  first  those  that  injure  the  community  as  a  whole,  as 
well  as  particular  classes.  Such  are  the  calamities  of  imusually 
bad  seasons,  plagues  of  noxious  animals,  epidemic  diseases 
among  useful  animals  and  vegetables,  extensive  damage  from 
flood  or  fire,  &c.  Losses  caused  in  this  way  almost  always  fall 
with  unequal  weight  on  different  portions  of  the  community;  in 
most  cables  they  are  borne  primarily  by  employers  engaged  in 
the  branches  of  industry  affected;  a  varying  portion  of  the  loss 
being  passed  on  to  the  consumers  of  their  products,  the 
labourers  whom  they  employ,  the  owners  of  the  land  and 
borrowed  capital  which  they  use,  and  the  other  producers  whose 
products  they  consume'.  The  same  may  be  said  of  the  de- 
struction of  property  caused  by  war;  though  it  is  to  be  observed 
that  so  far  as  war,  disease,  or  other  calamity  destroys  human 
life,  its  effect  on  the  amount  of  wealth  jyer  head  possessed  by 
the  community  is  of  a  mixed  kind :  since  the  survivors,  what- 
ever they  may  lose  by  such  calamities,  will  at  any  rate  gain 
relief  from  the  economic  disadvantages  of  over-crowdiug. 

Accidents  of  this  kind  favourable  to  production  also  occur, 
though  more  rarely;  the  most  striking  of  these  are  chance 
discoveries  of  natural  products  suitable  to  human  use,  as  in  the 
finding  of  rich  mines.  Such  discoveries,  however,  are  more 
commonly  made  by  minds  that  have  spent  time  and  energy  in 
searching  for  them  ;  in  which  case  they  come  under  the  general 
head  of  Invention,  the  great  spring  of  industrial  progress. 

More  ordinarily,  important  changes  due  to  invention  consist 
ill  the  discovery  not  of  new  sources  of  raw  material,  but  new 

1  It  has  been  obserred  that  tlie  proJaoers  of  commoditiea  (or  which  the 
demand  is  of  aaeb  a  kind  that — withiu  certain  limits — each  diniination  iu 
snpply  tends  to  increase  the  price  paid  for  the  total  omoant  sold,  may  autually 
Raiu  at  a  clati  hy  any  anch  disaster;  the  conaQmers  Buileriiig,  through  the 
rise  in  price,  a  loss  greater  than  (bat  which  falls  on  the  commaoity  as  a  whole. 
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modes  of  adapting  known  materials  or  forces  to  the  needs  of  in- 
dustry. Such  improvements  in  itidiistrial  processes  of  course 
tend  to  make  the  uomniuuity  ultimately  richer,  inasmuch  as  they 
increase  the  amount  of  a  given  kind  of  commodity  obtainable 
by  a  given  amount  of  labour.  But,  generally  speaking,  they 
tend  also  to  reduce  the  value  of  a  certain  amount  of  the  capital 
already  invested  in  instruments  of  production.  Hence  their 
effects  OQ  the  wealth  of  the  community  at  the  time  of  their 
introduction  are  tiece.ssarily  mixed  ;  and  may  even  be,  on  the 
whole,  temporarily  of  a  negative  kind.  It  is  even  conceivable 
that  some  very  important  invention  might  reduce  the  value  of 
previously  existing  instnmients  and  stocks  so  much,  that  the 
total  capital  of  the  community  would  actually  be  diminished  by 
an  amount  exceeding  the  value  of  the  new  commodities  produced 
within  the  year ;  so  that  the  commuaity  would  appear  to  be 
living  on  its  capital,  in  consequence  of  what  was  really  a  great 
step  in  the  advance  of  material  wellbeiiig.  This  paradox  is  the 
inevitable  result  (iu  the  case  supposed)  of  including  in  one 
aggregate  of  wealth,  along  with  things  immediately  consumable, 
products  tliat  are  only  useful  and  valuable  aa  a  means  of  pro- 
ducing the  fonner :  but,  since  most  of  that  part  of  real  incomes 
which  is  saved  exists  normally  in  the  form  of  such  merely 
instrumental  products,  I  do  not  see  how  we  can  conveniently 
adopt  any  other  view  of  wealth,  iu  discussing  Distribution.  We 
must  therefore  be  content  to  note  the  possibility  of  this  para- 
doxical result,  and  to  guard  ourselves  against  being  misled 
by  it. 

So  great  a  destruction  of  the  existing  value  of  capital  as 
that  above  supposed  is  highly  improbable  ;  but  minor  effects  of 
this  kind  are,  as  I  have  said,  a  normal  incident  of  industrial 
progress;  and,  in  considering  the  effects  of  new  inventions  on 
distribution,  must  be  set  down  as  losses  which  may  temporarily 
more  than  counterbalance  the  economic  gain  of  sucli  inventions. 

This  gain  itself  will  be  distributed  in  very  various  ways 
according  to  circumstances.  Supposing  that  the  invention  can 
be  monopolized,  through  a  patent  or  otherwise,  the  extra  profit 
that  its  possessor  can  secure — which  is,  of  course,  to  be  re- 
garded as  the  normal  reward  of  the  inventor's  labour — may 
conceivably  be  equivalent  to  the  whole  of  the  economic  gain 
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obtained  by  the  improvement.  But,  generally  speaking,  the 
monopolist  will  pass  on  a  portion  of  this  gain  to  others,  and 
ultimately  to  lite  coosuraers;  since,  if  (1)  the  improvement 
consists  in  cheapening  the  manufacture  of  some  old  product,  it 
will  generally  be  his  interest  to  sell  this  at  a  lowered  price,  in 
order  to  secure  possession  of  the  market  ;  while  if  (2)  it  leads 
to  the  production  of  some  new  consumable  commodity,  it  will 
be  necessarj'  to  sell  this  to  the  consumers  at  such  a  j>rice  as 
will  give  them  a  ahare  of  the  additional  utility  obtained  by  it, 
in  order  to  induce  them  to  alter  their  habits,  of  purchase. 
Supposing  on  the  other  hand,  that  the  invention  is  not  pro- 
tected from  imitation,  competition  will  tend  ultimately  to 
transfer  the  whole  gain  to  the  consumers;  but  generally  speak- 
ing a  certain  portion  of  it  will,  during  an  interval  varying  in 
length,  be  retained  as  extra  profit  by  the  employers  %v]io  first 
use  the  invention  ;  who  may  either  bo  some  or  all  of  the  persons 
whose  fixad  capital  has  been  depreciated  by  the  improvement, 
or  a  quite  different  set  of  persons — according  as  the  industrial 
change  in  (piestion  is  more  or  less  sweeping  in  character. 

The  effects  of  such  a  change  on  the  remuneration  of  manual 
labour  are  similarly  complex  and  various,  It  is  obvious  that 
the  value  of  what  we  have  before  called  the  'personal  capital' 
of  skilled  labourers — their  acquired  dexterities — ^is  liable  to  be 
diminished  or  anuihilated  by  improvements  in  industrial  pro- 
cesses, just  as  the  value  of  material  instruments  is.  On  the 
other  hand,  the  fall  of  price  caused  by  an  improvement  fre- 
quently extends  the  consumption  of  the  products  of  the  industry 
affected  so  much,  as  to  increa.se  considerably  the  total  employ- 
ment offered  to  labourers  engaged  in  it,  and  to  raise  the  price 
of  the  kind  of  labour  retjuired  to  work  the  new  process. 
Sometimes  however,  the  extension  of  consumption  is  slight  in 
comparison  to  the  fall  in  price,  so  that  the  'labour-saving' 
improvement  diminishes  the  total  price  obtained  for  the  product 
of  the  industry  imjiroved.  In  this  case  it  must  also  tend  to 
diminish  the  total  amount  of  labour  employed  in  the  industry; 
and  since  if  the  change  takes  place  rapidly  the  laboiirers  thus 
turned  adrift  will  often  tind  it  difficult  to  obtain  work  elsewhere, 
it  is  not  surprising  that  improvements  in  industrial  processes 
should  have  been  thought  to  diminish  the  whole  field  of  employ- 
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ment  for  labour;  and  that  at  vnrious  times  not  unenlightened 
persons  should  have  fancied  that  they  were  acting  for  the 
interest  of  the  community  in  endeavouring  to  prevent  this 
result.  But,  it  is  obvious  that,  if  of  two  processes  equally 
efficient  the  more  laborious  is  chosen,  the  utility  to  the  com- 
munity of  the  extra  labour  thus  employed  is  simply  nil\  and 
there  must  always  be  some  other  department  of  the  industrial 
system  in  which  it  oould  be  applied  productively; — indeed  it  is 
evident  that  when  the  demand  for  labour  in  one  branch  of 
industry  is  diminished  by  a  labour-saving  improvement  which 
cheapens  its  product,  the  purchasers  of  the  cheapened  product 
must  have  more  to  spend  oti  other  articles,  so  that  there  must 
be  a  correspondingly  increased  demand  for  labour  in  the 
branches  of  industry  which  supply  these  other  articles. 

What  has  been  just  said  of  the  effects  of  newly  invented 
improvemeuts  iii  the  process  of  manufacture,  applies  equally 
to  the  application  of  inventions  already  published,  but  neg- 
lected for  want  of  knovvledgo,  enterprise  or  capital ;  except 
that  the  element  of  possible  monopoly  is  absent  in  this  case. 
Similar  effects  are  also  produced  by  improvements  in  com- 
munication and  conveyance,  and  the  opening  up  of  new  lines 
of  trade';  but  a  full  consideration  of  these  would  bring  promi- 
nently into  view  local  variations  in  industrial  incomes,  which 
I  reserve  for  discussion  later  on. 

Further,  improvements  in  any  branch  of  production,  if  they 
materially  increase  or  decrease  the  value  of  its  aggregate  pro- 
ducts, tend  to  cause  secondary  changes  in  the  demand  for  the 
products  of  other  industries,  which  may  in  some  cases  be 
important ;  thus  if  com  be  materially  cheapened,  the  demand 
for  the  luxuries  of  the  poor  may  rise  to  such  an  extent  as  to 
raise  temporarily  the  profits  and  wages  of  the  producers  of  such 
luxuries  above  their  normal  amount.  The  new  investments  of 
capital  to  which  invention  leads  are  similarly  a  source  of 
temporary  extra  gains  to  the  producers  of  certain  kinds  of 
instruments  and    materials;    thus  (e.g.)   the   introduction   of 

'  At  an  earlier  period  of  oar  iodaBtrial  history  it  was  uaaal,  and  perhaps 
useful,  to  encourage  and  protect  by  legal  monopolius,  developments  of  trade 
no  less  than  improTemcutfl  in  manufactore.  But  iu  tlio  present  state  of  com- 
meroial  enterprise  ench  artificial  encouragement  would  s&im.  quite  superfluous; 
and  is  nnivenally  condemned  hy  modern  maxims  of  economic  policy. 
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railways  benefited  employers  and  labourers  engaged  in  the 
production  of  iron. 

§  4.  Other  invportant  changes  iu  demand  continually  occur, 
with  eftects  similar  to  those  just  mentioned,  itjdependently  of 
any  amelioration  iu  the  processes  of  manufacture.  To  a 
certain  extent,  indeed,  such  changes  are,  in  a  larger  sense, 
to  be  regarded  as  economic  improvetnents;  that  is,  when  a 
general  preference  on  the  part  of  consumers  for  some  com- 
modity different  from  what  they  have  previously  been  in  the 
habit  of  purchasing  is  occasioned  by  the  fact  that  a  better  or 
cheaper  means  nf  sati.sfying  some  need  has  become  more  gene- 
rally known  or  appreciated.  But  some  alterations  in  demand, 
that  affect  production  materially,  are  due  to  the  mere  caprice  of 
fashion,  and  thus  involve  no  real  advantage  to  the  community. 
Either  kind  of  such  changes,  wlifn  abrupt  and  extensive,  may 
diminish  the  value  of  certain  portions  of  real  and  personal 
capital  in  the  way  that  we  have  seen  to  be  an  incidental 
efifect  of  many  industrial  improvements ;  and  may  similarly 
affect  the  relative  demands  for  certain  kinds  of  labour. 

Even  if  we  suppose  no  change  eitlier  in  the  arts  of  industry 
or  the  habits  of  expenditure  corresponding  to  different  grades 
of  income,  many  important  changes  in  the  relative  demands  for 
the  products  of  different  industries  must  continually  result  from 
the  increase  of  wealth  and  population,  and  from  the  larger 
changes  in  distribution  which  these  tend  to  bring  with  them, 
through  the  operation  of  the  normal  conditions  already  investi- 
gated. 

As  I  have  already  said,  the  highest  kind  of  business  talent 
is  shewn  in  forecasting  rightly  all  these  various  changes  and 
continually  adapting  supply  to  demand;  but  the  forecast  tend.s 
to  become  more  diflBcult  as  the  range  of  cooperation  through 
exchange  extends.  Producers  are  more  and  more  led  to  manu- 
facture for  markets  too  numerous  to  watch  carefully,  too  remote 
to  understand  adequately,  and  exposed  to  modifying  influences  of 
continually  increasing  complexity ;  and  hence  fluctuations  in  the 
adaptation  of  supply  to  demand,  and  consequent  fluctuations  in 
the  incomes  of  producers,  tend  to  become  greater  and  to  contain 
a  larger  element  of  mere  luck.  Manufacturers  and  traders 
working  under  these  conditions  have  frequent  and  important 
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occasions  of  gain  through  unexperted  developments  of  demand; 
but  they  are  also  in  continual  dftnger  of  loss  through  over- 
supply  of  their  commoditiea.  Indeed  any  considerable  gain  is 
liable  to  tend  indirectly  to  subsequent  loss,  by  the  exceptionally 
eager  competition  excited  in  the  business  that  has  suddenly 
become  profitalile.  The  excess  of  production  thus  caused  some- 
times leads  to  such  a  fall  in  the  price  of  the  over-abundant 
products  that  their  market-value  does  not  exceed  that  of  the 
materials  spent  in  making  them — or,  in  the  case  of  trade,  the 
value  of  imported  goods  does  not  exceed  their  value  iu  the 
country  from  which  they  were  brought — thus  allowing  no  return 
whatever  to  the  labour  and  capital  employed  in  the  production. 
Over-production  of  this  kind — even  if  it  does  not  reach  this  ■ 
degree — is  a  striking  feature  of  the  modem  competitive  organ- 
isation of  industry,  extended  as  it  is  by  worldwide  trade ;  and, 
owing  to  the  intimate  connexion  of  ditferont  branches  of  produc- 
tion, fluctuations  of  this  kind  rarely  aftect  one  branch  alone, 
and  frequently  occur  nearly  simultaneously  iu  a  considerable  _ 
number.  This  experience  has  in  fonner  times  led  even  professed  I 
political  economists  to  the  conclusion  that  general  over-produc- 
tion is  a  danger  against  whicli  society  has  to  guard  ;  that  the 
aggregate  of  labourers  cooperating  through  exchange  are  liable 
to  produce  not  only  too  much  of  a  certain  kind  of  commodity, 
but  too  much  altogether.  Now  it  must  be  admitted  that  this 
result  is  a  possible  one ;  an  individual  may  obviously  be  led, 
from  an  over-estimate  of  the  utilities  obtainable  by  hLs  labour, 
to  work  harder  than  he  woxdd  otherwise  think  it  worth  while  to 
do  ;  and  what  is  possible  in  the  case  of  any  one  worker  i.s  possi- 
ble in  the  case  of  the  aggregate  of  workers.  And  I  think 
further  that  this  result  may  be  expected  to  occur,  to  a  certain 
very  limited  extent,  when  any  braucli  of  industry  is  abnormally 
stimulated  by  high  prices ;  since  under  these  circumstances  the 
energies  of  employers  and  employed  are  often  strained  to  an 
unusual  degree,  and  a  certain  margin  of  extra  labour  is  likely 
to  be  called  forth,  which  would  not  have  been  exerted  except  ■ 
for  the  high  rate  of  remuneration  which  it  is  mistakenly  sup- 
posed to  be  worth.  But  this  margin — even  supposing  it  not  to 
be  counterbalanced  by  an  equal  or  greater  reduction  of  labour 
elsewhere — will  generally  be  so  small  a  part  of  the  whole  labour 
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tlm  eaiplojeil  that  it  may  for  practical  parposea  be-n^leeted; 
pcactically  the  orer-prodoiCtiMi  of  certaia  comiDodities  of  whiek 
we  have  actual  experieace  raaj  be  reguded  as  merdy  mis^ 
directed  production  or  temporaiy  disorganuation  of  pcodactkm 
and  excbange.  Indeed  we  may  lay  down,  that,  owing  to  the 
defiects  in  the  actual  organisalion  of  industry,  which  resolt 
inevitably  from  the  limited  knowledge  and  imperfect  maiaal 
oonunanication  of  its  memberB,  ncicty  is  always  in  a  condition 
of  under-production ;  Le.  there  is  always  a  considerable  amount 
of  available  Labour  unemployed,  for  which  the  actual  conditions 
of  industry  would,  with  bett«r  management,  afford  remuneration 
sufficient  to  bring  it  into  employment 

Still,  however  they  may  be  caused,  the  extensive  miscalcula- 
tions of  supply  that  produce  the  appearance  of  general  over-pro- 
duction, tend  equally  to  depress  the  remunerations  of  employers 
and  employed  in  certain  branches  of  industry  below  the  normal 
rates,  and  to  depreciate  the  capital,  real  and  personal,  that  has 
been  invested  in  thom.  Indeed,  when  the  miscalculation  has 
been  great,  it  may  oven  annihilate  the  value  of  large  portions 
of  such  capital,  if  it  is  of  a  kind  that  cannot  be  turned  to 
other  uses  without  great  loss. 

§  5.  We  have  now  to  observe  that  such  widespread  over-pro- 
duction will  often  be  accompanied  by  important  fluctuations  in 
the  rate  of  interest,  and  therefore  will  produce  effects  on  distri- 
bution beyond  the  range  of  the  special  branches  of  industry  in 
which  the  miscalculation  has  taken  place.  This  will  be  especially 
found  to  be  the  case  if  the  over-production  has  been  due  to  a 
widespread  over-estimate  of  the  profit  to  be  obtained  by  new  in- 
vestments of  capital — whether  in  the  form  of  additional  stocks 
of  consumable  goods,  destined  for  new  openings  of  trade,  or  in 
railways,  ships,  macbities  and  other  durable  instruments.  We 
have  already  noticed  that  the  demand  for  new  capital  to  be 
productively  invested  depends  at  any  particular  time  not  upon 
the  actual  productiveness  of  such  capital,  but  upon  the  general 
estimate  of  what  it  will  produce.  There  seems,  indeed,  no 
ground  for  supposing  that  this  estimate  tends,  on  the  average 
and  in  the  long  run,  to  diverge  decidedly  from  the  facts  iu 
either  direction.  But  experience  shews  that  the  general  view 
of  the  possibilities  of  profitable  employment  of  capital  is  liable 


Chap.  XL]  rARJATlOXS  LX  iHSTtHaCriOX.  H(l!» 

to  marked-  ebhs  »nd  flowsL  S.^metiin^  thoiv  is*  a  giMtoml  tli«- 
position  to  oveirate  it,  "times  of  cwnfidonce,"  in  wluoh  tho 
over-production  of  which  we  have  been  8))o«king  takinn  plaro. 
At  such  times  the  employers  who  cause  tho  ovt>r-pr\xluotion 
avail  themselves  largely  of  the  capital  of  others ;  borr\>wiiig  \* 
extended,  and  an  unusual  number  of  joint-st^Kk  coinpanios  ait* 
formed ;  in  consequence  of  which  the  rate  of  interest  rises  to  an 
unusual  height  Then  when  the  miscalculation  has  liocomo 
manifest,  numerous  bankruptcies  and  widespread  depreciation 
of  the  new  investments  occur ;  really  sound  investments  are 
affected  by  the  ruin  of  the  unsound  ;  the  general  cunBdonco  is 
succeeded  by  general  distrust;  and  the  rate  of  interest  ftdls 
agtun,  not  merely  down  to,  but  below,  the  normal  rate. 

In  these  fluctuations,  the  rate  of  discount  or  interest  chai^^l 
by  bankers  for  the  use  of  the  medium  of  exchange  commonly 
fluctuates  more  than  the  rate  on  investments  generally,  as  the 
demand  for  loans  made  by  bankers  increases  more  in  proportion 
than  the  demand — made  mainly  by  joint-stock  companies — for 
the  capital  of  private  investors.  And  if  the  transition  from 
confidence  to  distrust  is  sudden  and  sharp,  it  is  liable  to  cause  a 
very  violent  fluctuation  in  the  rate  of  discount ;  bankers  refuse 
to  make  loans  on  conditions  which  they  would  onUnarily  consider 
acceptable,  partly  through  fear  of  the  bankruptcy  of  the  appli- 
cants, partly  from  the  necessity  of  protecting  themselves  against 
the  consequences  of  a  similar  distrust ;  and  thus  the  extreme 
scarcity  of  trustworthy  medium  of  exchange  forces  up  the  price 
of  it  to  an  abnormal  height ;  money  being  evorywhcro  wanted, 
not  for  enlargement  of  purchases,  but  for  the  puyraent  of  dobts 
already  incurred.  At  such  times  there  will  also  bo  a  rise  in  tho 
rate  of  interest  on  invested  capital  generally,  not  from  an 
increase  in  the  total  amount  of  intercRt  received,  but  from  a 
fall  in  the  selling  value  of  securities;  which  arc  oxtensivoly 
sold  owing  to  the  urgent  neetl  of  ready  money  and  the  high 
price  paid  for  the  use  of  it  This  latter  change,  of  course,  do<jM 
not  affect  the  real  income  of  persons  who  continui;  to  hold  tho»<! 
securities ;  but  it  involves  an  accidental  gain  in  ail  who  are  at 
the  time  investing,  at  the  expense  of  those  who  find  it  nt'fidful 
to  sell  their  investments. 

Again,  other  causes  besides  miscalculation  of  prosficctivf 
s.  p.  E.  24 
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profits  on  the  part  of  employers  of  capital  may  prwluce  a  tran- 
sient rise  in  iuteresL  Thus  the  coinmeaceniont — or  merely  the 
fear — of  a  drain  of  gold  from  banks,  for  the  payment  of  a  balance 
of  rleht  on  the  trade  of  the  country  or  some  other  cAuse,  may 
lead  hankers  to  raise  the  rate  of  Interest,  in  order  to  bring  back 
the  gold  or  turn  the  balance  the  other  way.  Such  a  rise  in  the 
rate  tends  to  have  the  desired  effect  in  two  ways :  it  tends  to 
lower  prices, — because  it  makes  holders  of  commodities  or 
securities  prefer  selling  to  borrowing  money,  and  ssimilai-ly 
diminishes  the  willingness  to  purchase — and  thus  encourages 
exportation  and  discourages  importation ;  and  secondly  it 
increases  the  disposition  of  foreign  creditors  to  allow  the  debts 
due  to  them  to  run  on,  in  order  to  obtain  the  higher  interest. 

Tliis  Itads  me  to  notice  anotticr  important  class  of  variations 
in  Distribution,  that  tends  to  accompany  critical  changes  in  the 
rate  of  interest  charged  by  bankers ;  viz.  those  due  to  variations 
in  the  purchasing  power  of  money.  I  have  before  explained 
how  the  price  paid  for  the  use  of  money  and  its  general 
purchasing  power  tend,  to  a  certain  extent,  and  under  certain 
circumstances,  to  rise  and  fall  together, — though  tmder  other 
conditions  they  are  more  likely  to  vary  in  opposite  directions — ; 
and  I  have  shown  how  this  similarity  of  variation  is  especially 
marked  at  financial  crises.  Indeed  in  a  country  where  the 
use  of  bankers'  obligations  as  a  medium  of  exchange  is  general, 
and  where  the  dangerous  resonrce  of  inconvertible  notes  is 
eschewed,  the  most  rapid  and  impressive  variations  in  the 
purchasing  power  of  money  are  those  due  to  the  vicissitudes 
of  the  banking  system ;  but  the  more  durable,  though  slower, 
variations,  caused  bj  changes  in  the  relation  of  the  supply  of 
bullion  to  the  demand  for  it,  also  produce  very  material  effects 
on  the  distribution  of  incomes.  These  effects  are  of  a  somewhat 
complex  kind.  It  has  been  already  observed  that  a  rise  in  the 
purchasing  power  of  money  is  advantageous  to  all  creditors, 
including  all  annuity  holders  and  all  persons  whose  incomes  are 
legally  fixed,  and  disadvantageous  to  all  debtors ;  but  it  should 
be  noted  that  it  is  also  at  least  temporarily  advantageous  to  all 
persons  whose  rates  of  remuneration  have  a  partial  stability 
through  the  mixture  of  custom'  and  informal  combination  of 

U  •bonld  be  remanbcred  that  ««  are  conteropkling  k  societj  in  which 
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which  I  have  before  spoken  ;  that  is,  to  large  classes  of  labourers. 
For  both  reasons,  therefore,  it  is  disadvantageous  to  employers 
of  capital,  wlio  arc  generally  borrowers  and  at  the  same  time 
emploj-ers  of  labour ;  ami  by  thus  discouraging  industrial 
ent<-rprise,  is  likely  to  injure  indirectly  some  of  the  labourers 
whom  its  primary  effect  benefits.  Similarly  a  fall  in  the 
purchasing  power  of  money  causes  a  sensible  diflFiision  of  good 
fortune  among  employers  of  capital  and  labour;  the  benefit  of 
which  is  likely  to  bo  ultimately  shared  by  the  labourers  whom 
they  employ,  though  immediately  these  latter  tend  to  lose 
through  the  comparative  immobility  of  their  money  incomes; 
white  all  who  are  legally  entitled  to  fixed  money-payments  lose, 
of  course,  without  compensation, 

§  6.  In  considering  changes  in  the  purchasing  power  of 
money,  it  is  important  to  observe  that  such  changes  are  only 
gradually  transmitted,  and  with  unequal  rapidity  from  one  part 
of  the  country  to  another;  and  also  that  in  the  same  district 
some  industries  are  slower  in  feeling  their  effects  than  others. 
Such  inetjualities  are  obviously  due  to  differences  in  the  nature 
and  extent  of  the  traffic  carried  on,  directly  or  indirectly,  between 
the  districts  in  which  mouey  is  produced — or  the  emporia  of 
foreign  trade  thiough  which  it  is  obtained  from  abroad — 
and  other  parts  of  the  country.  But  in  order  to  underetand 
these  differences  thoroughly,  it  will  be  convenient  to  take  a  view 
of  the  variations  that  tend  to  be  found  normally  both  in  the 
prices  of  particular  commodities,  and  in  the  general  purchasing 
power  of  money,  as  we  pass  from  district  to  district.  Those  varia- 
tions are  due  primarily  to  the  localization  of  different  branches 
of  production  (including  exchange)  in  different  places ;  which  is 
itself  traceable  to  a  combination,  sometimes  rather  intricate,  of 
physical  and  historical  causes.  The  most  obvious  of  such  causes 
are  the  natural  economic  advantages  which  some  parts  of  the 
earth's  surface  offer  for  certain  industries;  thus  minerals  will 
evidently  tend  to  be  produced  where  they  are  most  abundant 
and  most  easily  extracted,  and  agiicultural  products  where  soil 
and  climate  fire  most  favourable  :  large  ceutres  of  trade  will  be 
formed  near  the  mouth  of  navigable  rivers,  and  manufactures 

Cnstom  pore  aod  euaple  is  sappoeed  not  to  interfere  mBterially  with  the  aotioa 
of  Competition. 
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will  flourish  where  the  raw  or  auxiliary  materials  employed  in 
them  are  easily  obtainable.  But,  in  any  explanation  of  the 
actual  distribution  of  industries  iu  the  complex  group  of  com- 
munities now  more  or  less  united  by  trade  into  one  industrial 
system,  a  large  place  must  be  given  to  the  influence  of  dif- 
ferences of  race,  social  condition,  and  political  circumstances 
among  the  persons  inhabiting  different  localities.  It  would 
take  us  too  far  afield  to  analyse  these  historical  conditions: 
what  we  are  rather  concerned  to  observe  is  that  when  once  an 
industry  has  been  saccessfully  established  in  any  place,  through 
whatever  combination  of  causes,  there  is  a  certain  economic  vis 
inerticB  tending  to  maintain  it  there  ; — and  to  increaj^c  it  in 
extent,  if  the  increase  of  population  and  wealth  raises  the 
demand  for  its  products  within  a  given  area,  or  if  improvementa 
in  communication  enlarge  the  area  which  can  be  profitably 
supplied  from  one  centre.  This  vis  inertim  may  be  analysed 
into  several  elements,  variously  combined  in  different  cases. 
Partly,  a  manufacturer  who  started  elsewhere  would  have  more 
difficulty  in  obtaining  a  market  for  his  coramo<iities,  from  the 
established  reputation  attaching  to  the  locality  in  question : 
(e.g.)  equally  good  hardware  made  at  Halifax  woidd  not  com- 
mand the  price  of  Sheffield  hardware.  Partly,  again,  he  would 
have  more  difficulty  in  obtaining  the  requisite  skilled  labour: 
while  further,  especially  in  departmeuta  of  industry  in  wliieh 
the  subdivision  of  employments  has  been  carried  to  great  lengths, 
any  one  branch  of  production  tends  gradually  to  have  collected 
in  its  neighbourhood  auxiliary  and  connected,  but  separately 
organised,  industries;  so  that  a  producer  by  settling  in  this 
neighbourhood  has  superior  facilities  for  obtaining  the  materials 
or  instruments  he  requires. 

Through  this  combination,  then,  of  physical  and  historical 
conditions  it  comes  to  pass  that  the  main  part  of  the  demand  of 
a  region  often  very  large,  for  commodities  of  a  certain  quality, 
tends  to  be  supplied  from  a  district  or  districts,  the  extent  of 
which  is  but  small — sometimes  insignificant — in  comparison 
with  the  whole  area*.     And,  to  meet  the  expense  of  carriage, 

'  Where, — as  w  montly  the  ca-w  in  industriea  otber  than  aKnculture, — this 
dcrelopntpnt  of  trnd(<  Ipadi)  to  the  close  n^fgreeatinn  of  a  large  niunber  of 
labonrerR,  the  reauUing  ineijuAlity  in  the  distrihution  of  popnlalioit  \»  increased 
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the  money-price  paid  by  consumers  for  such  commodities  tends 
to  increase,  rouglily  speaking',  in  proportion  to  the  distance 
that  separates  the  cousuiner  from  the  centre  of  ditfu8i(jn.  But 
it  is  to  be  observed  that  the  real  exchange-value  of  the  com- 
modities may  vary  somewhat  differently  from  the  money-price  ; 
since  money  itself  tends  to  have  somewhat  diflferent  vahies  in 
different  districts.  Fur  instance,  in  a  country  which  obtains  its 
coin  and  bullion  from  abroad,  tlie  purchasing  jx>wer  of  nioney 
will  tend  to  be  appreciably  higher  in  districts  unfavourably 
situated  for  exchanging  commodities,  directly  or  indirectly,  with 
the  eniporia  of  foreign  trade; — that  is,  districts  between  which 
and  the  places  with  which  they  trade  the  cost  of  carriage  is 
high,  while  there  is  no  such  keen  demand  for  their  products 
outside  as  wuuld  enable  them  to  throw  the  greater  part  of  this 
cost  on  their  customers.  The  theoretical  maximum  of  possible 
difference  between  the  exchange  values  of  money  in  any  two 
districts  compared  is  constituted,  as  we  have  seen,  by  the  cost 
of  carrying  money  one  way  and  some  kind  of  good.s  the  other 
way;  but  in  an  advanced  industrial  community  with  a  fully 
developed  banking  system,  the  cost  of  carrying  money  itself  is 
comparatively  insignificant,  at  least  in  cotn paring  districts  not 
very  remote,  and  we  have  mainly  to  consider  the  cost  of  carrying 
goods.  This  cost  and  the  resultant  differences  will  of  course 
vary  with  the  facilities,  natural  and  artificial,  for  transport ; 
lience  prices  [nay  be  more  nearly  equalised  at  comparatively 
remote  places  in  the  neighbourhood  of  a  coast  or  a  railway, 
than  at  places  comparatively  near  each  other,  but  connected 
only  by  indifferent  roads. 

Further,  it  is  to  be  ob8erve<l  that  local  variations  of  prices 
will  be  more  marked  in  the  case  of  commodities  that  are  either 
heavy  in  proportion  to  their  value,  or  liable  to  injury  during 
transport,  than  in  the  case  of  lighter  and  more  durable  or  more 
safely  portable  articles.  And  since  in  these  various  ways  the 
differences  in  the  exchange  value  of  money,  as  between  any  two 


by  the  further  aggregation  of  retail  traderB  and  artisans  to  supply  consumable 
commodities  to  the  other  aggregate. 

'  The  intermit  Dial  tnauufactores  and  traders  generally  have  in  extending 
their  business,  induces  them  sometimes  to  take  a  part— uc  even  the  whole— of 
this  cost  on  themselTe-i,  in  transmitting  their  prodiict»  to  distant  consumers. 
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districts  compared,  will  tend  to  be  different  in  relation  to  differ- 
ent commodities;  it  may  easily  happen  that  the  practical 
purchasing  power  of  money  will  have  different  local  variations 
for  different  classes  of  incomes.  Thus  an  unskilled  labourer's 
money  wages  may  go  further  in  a  remote  rural  district,  owing 
to  the  cheapness  of  the  food,  fuel  and  house-room  which  they 
are  chiefly  spent  tu  providing;  while  to  a  professional  man  living 
in  the  same  place  the  gain  in  this  way  may  be  more  than  out- 
weighed by  the  increased  cost  of  certain  luxuries. 

All  these  differences  have  to  be  taken  into  account  in  con- 
sidering the  normal  effects  of  industrial  competition ;  since,  as 
we  have  seen, — quite  apart  from  any  obstacles  to  the  mobility 
of  labour — this  does  not  necessarily  tend  to  equalize  money- 
wages,  but  only  t<>  get  rid  of  any  considerable  and  generally 
recognized  differences  in  the  net  advantages  obtainable,  on  the 
average,  by  equally  efficient  and  industrious  labourers  in  the 
same  industrial  grade. 

§  7.  The  tendency  to  such  equalization,  however,  is — as  we 
have  already  noticed — still  further  limited  by  the  existence  of 
obstacles  that  impede  the  migration  of  labourers.  These  ob- 
stacles would  still  exist  to  a  certain  extent,  even  if  the 
influence  of  mere  inertia  and  easily  removable  ignorance,  as 
well  as  the  more  definite  hindrances  to  migration  that  have 
sometimes  been  interposed  by  law,  and  the  barriers  against  intru- 
eion  sometimes  raised  by  combinations  of  labourers',  were  alto- 
gether eliminated.  There  would  always  be  a  certain  expense, 
trouble,  and  loss  of  time  involved  in  transporting  an  individual — 
and  stilt  more  a  family — to  a  distant  place;  there  would  generally 
be  a  loss  of  indefinite  advantages  derivable  from  the  kindly 
regard  of  neighbours,  and  a  losi*  of  useful  knowledge  of  the 
special  conditions  of  industrial  and  social  life  in  a  given  locality 
— which  would  be  greater  if  the  change  involved  the  learning  of 
new  modes  of  work;  and  there  might  still  be  a  general  aversion 
to  leaving  familiar  scenes  and  breaking  social  relations.  If, 
however,  we  suppose  the  distribution  of  industries  and  industrial 


*  It  abonld  be  observed  that  in  other  ways  Trades'  Unions  tend  to  aid  the 
mobility  of  labour  trora  place  to  place;  by  developing  habits  of  conoerteil  action 
asaoDg  labourers,  elevating  the  average  level  of  tlieir  intelligeuce,  coUeoting  and 
difluaiug  iaformatiuu  ait  to  rates  of  wages  in  diflerent  localities,  Sco. 
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population  to  remain  without  material  change  for  a  considerable 
time,  these  obstacles  alouc  could  hardly  hold  periuatieutly  in 
check  the  forces  tending  to  equalization,  at  least  within  a 
modern  country;  since  the  influences  above-mentionml  would 
uot  commonly  affect  strongly  more  than  a  part  of  the  popula- 
tion of  any  district;  and  the  prospect  of  higher  wages  elsewhere 
would  contimially  attract  the  raore  migratory  element — e.g. 
young  unmarried  or  newly  married  persons  of  an  enterprising 
turn  of  mind'.  Eveu  if  the  change  involved  expatriatiou  and 
the  learning  of  a  new  language,  I  do  not  think  the  obstacles — 
apart  from  inertia  and  ignorance — would  be  sufficient  to  main- 
tain a  recognized  ditlereuce  of  wages  for  similar  labour,  between 
any  two  countries  sharing  the  civilization  of  modern  Europe. 

Such  obstacles  to  migration  affect  the  more  highly-paid 
labourers,  including  the  employers  of  labour  and  capital,  in  a 
less  degree  than  others;  and,  though  the  greater  part  of  capital 
already  invested  is,  at  best,  far  less  mobile  than  labour,  still, 
in  an  industrially  advanced  country,  where  wealth  grows 
rapidly,  floating  capital  tends  to  flow  rapidly  and  in  large 
volume  into  localities  specially  favourable  for  production. 
Hence,  supposing  no  material  change  to  take  place  in  the  local 
distribution  of  industries,  the  net  advantages  generally  believed 
to  be  obtainable  by  the  employment  of  equal  amounts  of  new 
capital  in  ditferent  localities  would  before  long  be  roughly 
equalized.  This  equalization  would  not,  of  course,  extend  to 
rent,  or  to  any  extra  profit  analogous  to  rent  accruing  on  capital 
partially  exempted  by  circumstances  from  competition.  Such 
extra  yields  tend  rather  to  become  more  unequal,  as  the  concen- 
tration of  labour  and  capital  in  certain  places  becomes  more 
intense  through  the  growth  of  population  and  the  specialisation 
of  industries. 

We  may  conclude,  in  short,  that  under  the  influence  of  indus- 
trial competition,  the  special  economic  advantages  attached  to 

'  It  IB  Asaumed  iti  (.his  argument  that  the  arorage  personal  efficiency  of 
labourer?  in  the  same  indiiBtry  is  the  same  iu  different  localities.  The  tendenoy 
to  equalization  is  impeded,  so  far  as  the  average  efficiency  in  different  places  is 
different,  even  if  the  difference  be  such  as  is  likely  to  be  gradually  removed  by 
niifjration.  An  important  case  of  this  kind  is  the  low  average  efficiency  of 
labour  in  certain  places  which  results  from  the  vory  lowaess  of  ita  temuaeratioa 
caoEiog  on  inadeqaate  supply  of  the  neoeeaariea  of  healthy  life. 
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different  localities,  supposing  them  to  reniaiu  substantially 
unaltered,  would  ultimately  express  themselves  in  the  distribu- 
tion of  industrial  incomes  mainly  in  the  form  of  rent  or  some 
extra  yield  similar  to  rent.  But  in  fact  such  local  advantages 
are  continually  undergoing  changes  so  rapid  and  extensive,  as  to 
balance — or  more  than  balance — during  a  considerable  period, 
the  equalizing  forces  of  industrial  competition.  Sometimes 
the  extension  of  an  industry  alreatly  established  in  a  certain 
district  is  so  rapid,  owing  to  the  extension  of  the  demand 
through  improvements  either  in  processes  of  manufacture  or 
means  of  communication  with  other  districts,  or  perhaps  to  a 
rise  in  demand  in  consequence  of  a  change  of  social  habits  or 
industrial  needs,  that,  in  spite  of  the  continual  increase  in 
the  supply  of  labour  and  capital  employed  in  the  industry, 
the  remuneration  of  both  labourers  and  employers  cuntiimes 
fur  many  years  to  remain  at  a  scarcity  height.  Sometimes 
again,  the  extension  of  our  knowledge  of  localized  natural  re- 
sources, or  the  discovery  of  new  means  of  obtaining  or  using 
materials  alrea<iy  known,  may  alter  importantly  the  relative  ad- 
vantages of  (lifFereat  districts  fur  a  certain  kind  of  proiluction, 
so  that  large  new  centres  of  industry  may  be  rapidly  formed  in 
new  districts,  and  old  ones  deserted.  The  development  of  the 
cotton  manufacture  in  Lancashire  after  the  inventions  of  Ark- 
wright  and  Watt  is  au  instance  of  the  former  kind  of  change ; 
the  discoveries  of  new  valuable  mines  most  strikingly  illustrate 
the  latter. 

The  effects  of  such  changes  on  other  inhabitants  of  the  dis- 
tricts in  which  they  occur  are  complex,  and  vary  somewhat 
according  to  tiie  precise  nature  of  the  change  and  the  conditions 
of  the  industry  primarily  affected.  If  these  latter  are  such  that 
an  additional  amount  of  produce  cannot  be  obtained  except  at  a 
higher  cost,  a  rise  in  demand  or  improvement  in  communication 
that  leads  to  a  larger  &de  of  the  produce  in  nuestion  outside  the 
district  must  ceteiis  pitribuJt,  through  the  consequent  rise  in  price, 
inflict  loss  on  all  consumers — as  such — within  the  district.  In 
the  case  of  the  products  of  manufactures — as  distinct  from  those 
of  agriculture  and  mining — this  result  ia  not  likely  to  occur, 
except  very  transiently ;  here,  as  we  have  before  seen,  increased 
production  generally  leads  to  greater  cheapness.     And  in  all 
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cases,  the  flow  of  labour  and  capital  to  a  district  where  a  manu- 
facturing or  mining  industry  is  growing  tends  to  bring  gain  to 
other  industries  of  the  same  district  by  increasing  the  local 
market  for  their  products : — in  particular,  the  development  of  a 
luanufacture  in  a  town,  increasing  its  population  and  demand 
fur  food,  tends  to  benefit  the  agricultural  producers  in  the  sur- 
rouniHng  country.  The  same  process  of  development,  however, 
is  likely  to  be  accompanied  with  a  general  rise  in  the  remunera- 
tion of  labour  throughout  the  district :  hence  so  far  as  the 
products  thus  locally  raised  in  demand  are  easily  transportable, 
the  producers  in  the  district  are  likely  to  be  closely  pre.'tsed  by 
the  competition  of  similar  producers  outside,  and  consequently 
to  withdraw  their  capital  to  otiier  departments  of  production 
in  Avhich  their  local  advantages  are  less  easy  to  dispute.  In  this 
way  the  successful  establishment  of  any  one  great  centre  of 
industry  in  any  district  has  a  tendency  to  promote  indirectly 
the  concentration  of  other  industries  in  otiier  localities. 

On  the  other  hand,  when  one  kind  of  production — say  the 
production  of  hardwjire — develops  in  one  district  (A)  through  an 
increased  sale  of  its  products  in  another  district  (B),  this  develop- 
ment is  likely  to  be  accompanied  by  a  decline  in  the  production 
of  hardware  or  some  similar  product  in  B  or  elsewhere.  Such 
a  change  will,  in  all  ordinary  cases,  be  ultimately  a  gain  on  tho 
whole  to  the  larger  region  including  the  two  districts;  since  the 
labour  that  would  otherwise  have  produced  hardware  may  be 
employed  more  advantageously  in  some  other  way.  But  it 
should  be  observed  that  there  is  no  general  reason  for  a.ssuming 
that  this  new  remunerative  employment  will  be  found  within 
the  limits  of  the  district — say  B — in  which  the  production  of 
hardware  has  been  superseded :  especially  if  the  labour  thus 
dispeusetl  with  is  a  considerable  part  nf  the  whole  labour  of  B. 
This  point  is  not  of  great  importance  so  long  as  A  and  B  are 
within  the  same  country ;  but  when,  in  the  next  book,  we  come 
to  consider  the  arguments  for  perfect  freedom  of  trade  between 
different  countries,  we  shall  have  to  take  note  of  the  displace- 
ments of  labour  that,  under  ccrtiun  circumstances,  tend  to  ac- 
company the  development  of  such  trade, 

§  8,  The  consideration  of  the  local  and  transient  variations, 
with  which  this  chapter  is  primarily  concerned,  naturally  leads 
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us  on  to  inquire  how  far  teudencies  of  chango  opemting 
uniformly  or  inaiuly  in  cue  direction,  and  therefort-  more  perma- 
nent in  their  effects,  are  discernible  in  the  past  history  and 
present  condition  of  industry  ; — how  far,  in  short,  the  future 
economic  history  of  our  existing  societies  can  be  inferred  from 
the  experience  alrea<^ly  gained  of  their  laws  of  development. 
This  inquiry  is  a  most  fascinating  one ;  but  it  does  not  seem  to 
me  capable  of  being  instructively  treated  in  any  detail,  accor- 
ding to  the  method  ailupted  in  the  present  Book ; — i.e.  as  a 
problem  of  economic  science  as  distinguished  from  general 
sociology.  And  indeed  any  general  forecast  of  future  economic 
changes,  attained  by  any  method  claiming  to  be  scientific, 
must,  I  conceive,  be  vague  and  conjectural,  except  so  far  as  it 
is  avowedly  hypothetical.  Hypothetical  chaiigea  in  production 
aud  distribution — the  hypothesis  being  that  some  one  of  the 
important  factors  in  causing  the  present  state  of  things  under- 
goes a  change  while  the  others  remain  stationary — are  not 
difficult  to  work  out:  indeed  I  have  already  found  it  convenient 
to  indicate  such  hypothetical  results  to  some  extent  in  previous 
chai>ters,  in  order  to  make  dear  my  view  of  the  economic  forces 
whose  combined  operation  maintains  the  actual  distribution 
of  produce.  But  any  positive  prophecy  of  the  industrial 
future  of  civilized  society — involving,  as  it  must,  a  forecast 
of  the  probable  changes,  in  kind  or  amount,  of  all  the  important 
factors — is  indefinitely  more  difficult.  Any  such  prophecy 
must  either  be  in  a  narrow  sense  empirical,  and  therefore  only 
useful  m  relation  to  a  verj'  limited  period  of  the  proximate 
future,  or  else,  if  it  ventures  to  look  further  ahead,  it  must 
content  itself  with  gi\'ing  very  vague  aud  dubious  answers  to 
the  questions  of  most  interest.  Still  it  seems  desirable  to 
attempt  briefly  such  a  vague  and  general  forecast  of  economic 
changes  as  seems  to  me  possible,  without  going  beyond  the 
limits  that  I  have  marked  out  for  myself  in  the  present 
treatise'. 

But  in  order  to  attain  even  such  guarded  conclusions,  we 
must  begin  by  making  certain  assumptions.  We  must  assume 
that  the  present  individualistic  order  of  society — the  regime  of 

'  Espedally  since  Mill  haa  treated  this  part  of  the  subject  at  some  length  In 
his  ITib  book,  in  a  ooufiJeatljr  dogmatio  manner  which  I  am  unable  to  imitate. 
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private  property  and  free  contract — is  to  be  maintained  without 
any  fundamental  change:  and  we  must  also  assume  the  con- 
tinuance and  increasing  diffusion  of  the  progressive  civilization 
which  now  unites  into  one  organic  whole  the  inhabitants  of 
Europe  and  of  the  countries  colonized  therefrom.  On  the  basis 
of  this  latter  assumption  we  may  lay  down  generally  that 
population  will  increase  in  the  aggregate  of  countries  that  will 
share  this  civilization,  and  with  it  accumulated  wealth,  and 
that  the  arts  of  indxistry  will  improve :  thotigh  we  cannot  say 
what  will  be  the  relative  proportion  of  these  different  kinds  of 
growth — nor  can  we,  of  course,  affirm  that  jiopulation  and 
wealth  will  increase  in  every  part  of  the  civilized  world. 
Assuming  improvement  in  the  arts  of  industry,  we  may  state  it 
as  probable  that  any  given  utility  vnll  be  attained  hereafter  by 
a  diminished  expenditure  of  "  labour  and  capital  " — that  is, 
labour,  and  delay  interposed  between  the  application  of  the 
labour  and  the  enjoyment  of  the  utility  at  which  it  aims —  : 
except  60  far  as  (1)  the  consumption  without  replacement 
of  the  "  unearned  "  gifts  of  nature,  or  (2)  the  diminished  ratio 
borne  by  these  natural  bounties  to  the  needs  of  the  increasing 
population,  renders  it  needful  to  use  mvre  labour  and  capital 
to  obtain  an  equal  quantum  of  utility.  We  may  expect  therefore 
that,  generally  speaking,  commodities  that  are  now  made  by 
complicated  processes  of  manufacture  will  fall  in  value  relatively 
to  moat  products  of  mining  and  agriculture  :  but  whether  any 
particular  class  of  human  needs  or  desires  b  likely  to  be  satisfied 
hereafter  with  more  or  less  outlay  of  labour  and  capital  than  it  is 
at  present,  cannot,  I  think,  be  clearly  foreseen.  Primd  facie  the 
operation  of  the  causes  that  tend  to  increase  cost  would  seem 
to  be  most  marked  in  the  case  of  the  products  of  extractive 
industry  : — since  the  supply  of  any  particular  metal,  from  any 
given  district  where  mining  flourishes,  is  continually  being  con- 
sumed without  replacement ;  and  after  a  certain  amount  has 
been  extracted,  any  further  supply  from  the  same  district  tends 
to  be  obtained  at  a  continually  increasing  cost  On  the  other 
hand  this  tendency  is  counteracted  by  the  discovery  of  new 
sources  and  new  developments  of  the  arts  of  mining :  and  I  do 
not  think  that  we  have  any  means  of  deciding  which  of  these 
conflicting  forces  is  likely  to  be  strongest — so  far  aj9  the  general 
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effect  on  the  civilized  wurld  is  concerued' — within  any  period 
which  it  is  worth  while  to  consider. 

An  exceptiim  must  perhaps  be  admitted  in  the  case  of  gold : 
since,  owing  to  the  eagerness  witli  which  gold  has  been  sought, 
and  the  comparative  ease  with  which  it  has  been  extracted  from 
the  alluvial  de[»sits  that  have  furnished  the  largest  part  of 
the  supply  hitherto  obtained,  it  is  reasonable  to  suppose  that 
this  source  of  supply  is  by  this  time  to  a  great  extent  exhausted 
over  a  great  part  of  the  civilized  world.  It  seems  theroftjre 
probable  that  before  very  long  our  supplies  of  gold  will  be 
chiefiy  obtained  by  the  hitherto  more  costly  and  difficult 
process  of  veio-mining:  and  that  in  consequence  the  value 
of  gold  will  rise  very  materially  unless  some  great  change,  such 
as  we  have  at  present  no  grounrl  for  anticipating,  should  take 
place  in  the  demand  for  the  metal.  But  even  this  probability 
is,  I  conceive,  at  present  too  remote  and  uncertain  to  have 
strong  claims  on  the  attention  of  practical  men. 

The  condition  of  agriculture  in  a  new  country  is  often  to 
some  extent  similar  to  that  of  mining:  so  far  as  tillage  is 
a]>plied  to  naturally  fertile  lands  whose  fertility  is  gradually 
exhausted  by  the  comparatively  unlaborious  methods  of  culti- 
vation, which  are  also  the  most  economical  methods  so  long 
as  laud  is  plentiful  and  cheap.  But  this  state  of  things  passes 
away  as  the  country  gets  filled :  and  at  any  rate  after  a  certain 
density  of  population  has  been  reached,  the  agricultural  pro- 
cesses that  are  on  the  whole  moat  economical  are  such  a& 
continually  maintain  the  productiveness  of  the  land  cultivated  : 
so  that  henceforth,  apart  from  growth  of  jjopulatiou,  there 
would  be  no  important*  reason  for  anticipating  a  future  increa.se 

'  Somewhat  mure  detiiiite  probuliilities  aie  donbtlesH  obtainable  as  regards 
the  pro8j)ect8  of  miuiug  in  auy  ptirticulur  country  in  which  minea  have  loug  been 
wurked  :  but  wen  tbebe  must  involve  a  large  tiluniuut  of  uucertaiuty.  In  the 
case  of  England  special  attention  has  been  given  to  the  proHpecta  of  ooal  mining 
with  'which  the  future  of  the  groat  iron  industriee  of  the  country  at  present 
Beems  to  bo  bound  up.  Thu  question  was  examined  by  u  Koyal  Commission 
who  arrived  at  the  conclueiou  that  the  available  coal  in  England  may  be  expected 
to  be  c:ihuu!ited  in  three  or  four  hundred  years,  supposing  the  cunHumption  of 
oonl  to  increase  in  the  future  at  a  rate  simply  inferred  from  its  past  increase. 
But  this  supposition  requires  aa  to  assume  au  increase  of  population  which  mast 
be  regarded  as  highly  problematicaL 

''  We  should  have,  no  donbt,  to  look  forward  to  the  ezhauatiou  of  certain 
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in  the  cost  of  obtaining  figricultural  produce.  Supposing,  how- 
ever, that  there  is  to  be  a  growth  of  population  in  the  world  at 
large  similar  to  that  which  has  already  taken  place  in  the 
countries  most  industrially  advanced,  what  I  have  called  the 
"  final "  cost  of  obtaining  the  agricultaral  produce  rei|uired  for 
this  population — i.e.  the  cost  of  the  costliest  portion  needed  to 
meet  the  demand — must  some  time  or  other  be  materially 
increased,  unless  an  entirely  novel  development  should  take 
place  in  the  art  of  agriculture.  We  may  infer  this  by  con- 
sidering what  would  take  place  if  England  and  the  mf>st  ad- 
vanced parts  of  Western  Europe  were  now  cut  off  from  trade  with 
the  rest  of  the  world :  there  can  be  no  doubt  that  the  price  of 
agricultural  produce  would  be  materially  raised  in  consequence 
of  the  more  than  proportional  outlay  of  labour  and  ca]iital 
which  would  be  required  to  produce  the  additional  amount 
of  such  produce  that  even  the  existing  population  wuukl  need. 
More  land  would  be  wanted  and  more  expensive  processes  would 
be  applied  to  the  land  now  under  cultivation  :  the  price  and 
rent  of  laud  would  rise  in  consequence,  and  all  members  of  the 
community  except  landowners  would  suffer  proportionally  as 
consumers.  And  a  result  similar  to  this  must  be  anticipated 
hereafter  for  the  civilised  world,  unless  pfipulation  is  checked — 
or  the  arts  of  agriculture  improved — in  a  manner  which  the 
experience  of  modem  civilization  gives  us  no  positive  reason  to 
anticipate. 

So  far,  I  think,  the  Ricardian  doctrine  as  to  the  tendency  of 
agricultairal  rent  to  increase  as  society  progresses  must  be 
admitted  to  be  true.  But  this  ultimate  result  is  as  yet  very 
distant — far  beyond  the  limits  of  any  practical  forecast.  And 
we  have  no  reason  to  expect  that  there  will  be  anything  like  a 
steady  rise  in  the  price  of  agricultural  produce,  or  in  the  price 
and  rent  of  agricultural  land  throughout  the  civilized  world, 
during  the  iQter\'aI  of  time  that  we  have  to  pass  through  before 
we  reach  this  ultimate  result.  For  a  long  time  to  come  the 
pressure  of  increasing  pttpulation  may  easily  be  more  than 
counterbalanced  by  improvements  in  agriculture  and  trade. 
And,  as  regards  increase  of  rent  in  particular,  it  is  not  impro- 

Bnppliea  of  manure — aoch  as  guano — but  this  is  a  kind  of  loss  which  we  ma; 
fairly  hope  to  e«e  redaoed  to  iuaignitioanc?  by  improvement  in  the  arts. 
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bable  that,  agricultural  improvement  in  the  future  may  partly 
take  the  direction  either  of  diminishing  the  natural  differences 
in  the  productiveness  uf  diffureat  kinds  of  land  similarly  cvilti- 
vated,  or  of  diminishing  the  differences  in  their  economical 
value  by  a  more  careftil  utilization  of  their  special  adaptation  to 
different  kinds  of  cultivation'.  If  this  shoidd  lake  place  to  any 
great  extent,  then,  until  all  the  land  susceptible  of  this  equa- 
lizing process  has  been  brought  under  its  iufluonce,  the  progress 
of  population,  trade,  and  agriculture  combined  is  likely  to 
cause  fluctuations  incapable  of  being  now  foreseen  in  the  rent 
of  agricultural  land  ;  rather  than  the  steady  increase  which 
Ricardo  regards  as  inevitable,  in  the  price  paid  "  for  the  use 
"  of  its  original  and  indestructible  powers." 

I  do  not,  however,  think  that  there  are  any  corresponding 
reasons  for  doubting  that  the  differential  value  of  building  land 
in  towns  will  continue  to  increase  steadily  as  civilization  pro- 
gresses. It  is  indeed  possible  that  the  growth  of  towns  may  be 
a  less  prominent  feature  of  the  development  of  civilization  in 
the  future  than  it  has  been  in  the  past :  but  I  know  no  positive 
grounds  for  anticipating  this.  And  if  the  proportion  of  urban 
to  rural  population  increases  steadily,  as  a  country  becomes 
more  thickly  inhabited  by  a  civilized  population,  it  is  scarcely 
conceivable  that  the  proportion  of  the  whole  produce,  obtained 
by  the  owners  of  land  in  or  near  towns,  should  not  increase  pari 
passu. 

Turning  from  rent  to  interest,  we  again  find  hypothetical 
prediction  easy,  but  positive  forecast  difficult.  It  is  obvious 
in  the  tir.st  place  that  a  rise  in  rent  due  to  the  cause  just  dLs- 
cussed, — if  not  compensated  by  improvements  in  other  depart- 
ments of  industry,  rendering  labour  and  capital  tin  the  ivkole  not 
less  productive  than  before — must  tend  to  be  accompanied  by  a 
fall  in  the  real  returns  to  capital,  as  well  as  in  the  real  remune- 


'  Mr  Simon  W.  Patten  {Premisu  of  PotUieal  Eeonomr/,  oh.  vi.  p.  173)  arguoa 
that  this  is  even  dow,  to  an  important  ext«nt,  the  tendency  of  at^riGultaral 
improvement.  "The  progress  of  civilization  causes  much  of  the  poor  land 
"to  become  good,  not  only  through  the  increased  use  of  capital  and  skill,  bat 
"also  through  the  gradual  change  In  the  demand  for  food,  allowing  those  crops 
"to  be  raised  for  which  the  land  is  best  fitted.  There  are  two  opposing  tenden- 
"ciea,  the  one  eauaing  interior  land  to  be  cultivated,  the  other  ohanging  the 
"inferior  lands  into  good  lands." 
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ration  of  labour.  Putting  this  consiiloration  on  one  side — Le. 
assuming  for  simplicity  that  industrial  improvement  just 
balances  the  tendency  of  increasL-d  population  to  increase  the 
"final"  cost  of  agricultural  produce — the  prospect  of  a  rise  or 
fall  in  interest  depends  on  the  proV>able  future  proportion 
between  (1)  the  increase  of  saving  and  (2)  the  increase  in 
the  industrial  and  other  demands  for  capital.  Neither  (1)  nor 
(2)  can  be  predicted  with  any  confidence:  but  I  should  conjec- 
ture that  tlje  impulses  that  prompt  to  accumulation  arc,  on  the 
whole,  likely  to  grow  stronger  in  average  men,  as  civilization 
pnigresses:  for  though  the  devclopmeut  of  culture  may  make 
some  persons  spend  their  time  in  artistic  or  scientific  pursuits 
who  would  otherwise  have  been  absorbed  in  money-making, 
I  think  that  the  diminution  in  accumulation  due  to  this  cause 
is  likely  to  be  more  than  compensated  by  the  general  increase 
in  men's  concern  for  the  future.  I  think  therefore  that, — if  the 
individualistic  orgaIli^ation  of  society  remains  substantially 
unaltered — the  proportion  of  capital  to  population  is  ceteris 
paribus  likely  to  increase.  Is  then  tlie  increase  in  the  demand 
for  capital  likely  to  balance  this  increase  in  supply?  On  the 
whole  it  seems  to  me  most  probable  that  this  will  not  be  the 
case;  for  the  non- industrial  demand  for  the  savings  of  indivi- 
duals— chiefly  for  warlike  purposes — which  so  markedly  charac- 
terizes the  century  that  has  just  elapsed,  can  hardly  bo  regarded 
as  likely  to  be  a  normal  incident  of  the  preponderantly  indus- 
trial period  of  civilized  history  which  seems  to  lie  before  us : 
and  though  hitherto,  no  doubt,  industrial  improvement  has  been 
acconipaui^nl  by  an  increase  on  the  whole  in  the  industrial 
demand  for  capital,  I  do  not  see — as  I  have  before  said' — why 
this  should  always  be  the  case.  Some  recent  inventions  have 
tended  importantlj'  to  diminish  the  demand  for  capital: — e.g. 
the  use  of  the  telegraph  by  traders  has  tended  to  reduce  the 
amount  of  goods  that  it  is  necessary  to  keep  in  stock,  for  the 
most  economical  performance  of  the  functions  of  trade  : — and  it 
Beams  quit«  within  the  limits  of  probability  that  the  inventions 
of  the  future  may  have  this  effect  to  a  greater  extent  On  the 
whole,  therefore,  I  should  be  disposed  to  conjecture  that  this 
demand  for  capital  will  not  increase  so  as  to  balance  the  incresise 

'  p.  152. 
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in  &iiij]jly,  ami  that  therefore  tlio  rate  uf  interest  will  slowly 
decliue.  I  should  expect  the  decline  to  be  slow,  owing  to  the 
check  that  the  fall  will  give  to  accumulation :  but  I  see  no 
reason  for  placing  a  definite  limit  to  it:  I  do  not  see  why  it 
should  not  go  on  till  the  interest  on  capital  not  employed  by  its 
owner  does  not  amount  to  more  than  a  fair  insurance  agaiost 
risk,  so  that  the  desire  of  obtaining  interest  ceases  to  be  an 
important  motive  for  accumulation  : — though  there  is  no  reason 
to  think  that  tliis  limit  will  Ihj  reached  until  after  a  very  long 
i  nterval. 

In  speaking  of  rent  and  interest  I  have  by  iinpliration  said 
all  that  seems  to  be  necessary  on  the  prospects  of  iucreAse  ur 
decrease  in  the  average  remuneration  of  labourers  t^ken  in  the 
aggregate.  Nor  is  there  much  that  could  profitably  he  said — 
even  in  the  most  conjectural  way — as  to  the  probable  distribu- 
tion of  the  aggregate  remuneration  of  labour  among  different 
classes  of  labourers  in  the  industrial  corannniity  of  the  future, 
without  going  clearly  beyoial  the  limits  of  the  metho<l  adopted 
in  the  present  Book.  For  I  conjecture  that  a  very  important 
factor  in  the  distribution  of  the  future  will  be  Monopoly  forme<l 
by  Combination,  of  varying  degrees  of  completeness:  and  that 
accordingly  the  case  noticed  at  the  close  of  the  last  chapter — 
in  which  Combination  meets  Combination  and  determines  the 
division  of  gain  and  loss  otherwise  than  competitively — is  likely 
to  be  a  common  case.  Who  precisely  will  combine  with  whom, 
or  against  whom,  it  would  be  rash  to  predict:  nor  (as  we  have 
seen)  does  Economic  Science  enable  us  tn  determine  the 
principles  on  which  the  opposing  combinations  will  settle  their 
disputes: — though  it  may  give  some  instruction  as  to  the 
application  of  any  principle  that  may  be  accepted  for  this 
purpose'. 

>  See  cb.  vil  §  7  or  the  next  Book. 


§  1.  In  the  preceding  chapters  we  have  beeu  chiefly  en- 
deavouring to  ascertain  the  general  way  in  which  the  exchange 
values  uf  umterial  pruducts  and  the  reinuneratiun  of  different 
classes  concerned  in  industry  would  be  determined  in  a  society, 
whose  members  enjoy  perfect  freedom  of  contract  and  freedom  in 
the  choice  of  domicile  and  calling,  and  further  possess  the  charac- 
teristic of  always  seeking  to  obtain  for  the  commodity  that  they 
exchange  the  largest  real  return  that  they  know  to  be  obtain- 
able— taking  all  kinds  of  gain  and  loss  into  account.  It  is 
only  in  respect  of  the  assumed  universal  presence  of  this  charac- 
teristic, not  in  ttie  absence  of  any  ordinary  human  impulses 
compatible  with  this,  that  the  ideal  individual  to  whom  our 
economic  deductions  directly  relate — the  "  economic  man  "  as 
he  has  been  called — should  be  conceived  to  differ  from  an 
ordinary  member  of  a  modern  civilized  conunuuity.  That  such 
a  difference  exists,  to  a  not  unimportjiiit  extent,  has  beeu  in- 
cidentally noticed  several  times  in  the  preceding  chapters;  but 
it  seems  desirable,  before  concluding  this  part  of  the  treatise,  to 
analyse  its  causes  rather  more  fiUly  than  has  yet  beeu  done. 

The  main  part  of  these  causes  is,  by  many  writers  on 
Political  Economy,  designated  broadly  under  the  general  terra 
Custom.  Mill,  indeed,  goes  so  far  as  to  say  that  "under  the 
"  rule  of  individual  property,  the  division  of  the  produce  is  the 
"  result  of  two  determining  agencies.  Competition  and  Custom." 
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And  if  Ave  leave  Combination'  and  Governmental  interference 
out  of  account,  and  take  Custom  in  a  comprehensive  sense,  the 
assertion  is  approximately  true :  but  it  is  important  to  dis- 
tinguish the  very  different  motives  and  economic  forces  whose 
operation  is  thus  summed  up,  in  order  to  ascertain  clearly  how 
far  they  can  properly  be  said  to  conHict  with  Competition. 

In  the  first  place  the  word  Custom  is  commonly  used  to 
designate  two  quite  distinct  tendencies  of  human  nature :  the 
tendency  to  do  what  one  has  done  before  and  the  tendency  to 
do  as  others  do.  Both  these  tendencies  equally  operate  to  pre- 
vent that  continual  modification  of  action  in  order  to  adapt  it 
to  the  eontiuual  change  of  nien's  circumstances  and  oppor- 
tunities, which  is  required  to  realize  completely  the  greatest 
possible  economy  in  production,  and  the  scheme  of  distribution 
that  economic  science  contemplates.  Men  continually  get 
less  for  their  moneyj  goods  or  services,  beca.u8e  they  exchange 
them  not  in  the  best  market  but  in  the  market  they  have  been 
used  to  frequent ;  and  they  continually  produce  less  than  they 
might  do  by  a  given  amount  of  labour,  because  tbey  follow  not 
the  best  methods  that  have  been  invented  and  published  but 
the  methods  followed  by  their  neighbours.  At  the  same  time 
each  impulse  has  economic  effects  of  very  different  kinds  and 
blends  with  and  is  sustained  by  very  various  motives. 

To  obtain  a  clear  view  of  these  it  will  be  well  to  denominate 
each  of  these  tendencies  separately.  For  convenience'  sake  we 
will  speak  of  the  former  as  Habit,  and  reserve  the  term  Custom 
to  the  latter  (though  by  the  usage  of  language  it  is  equally 
applicable  to  the  former). 

I  will  begin  by  noticing  the  obvious  fact  that  both  Custom 
and  Habit,  though  they  often  interfere  with  an  alert  and  rigilant 
pursuit  of  amelioration,  are  also  to  a  great  extent  ecouoinically 
useful  in  saving  time  and  labour.  By  doing  what  he  has  done 
before,  or  what  others  do,  a  man  avoids  the  necessity  of  deciding 
anew  on  each  occasion,  where  the  advantage  that  can  be  gained 
by  the  best  decision  is  not  worth  the  time  and  trouble  spent  in 
making  it.     Hence  the  Goodwill  of  a  business  would  remain  a 

'  As  I  have  bt^forc  observed,  Combination,  though  opposed  to  Couipetition  as 
the  term  is  ordinarily  nsed,  is  not  excluded  bjr  the  fundameDtal  aBBumptions  of 
the  theory  of  Competitive  diatrihution. 


Chap.  XII.] 


CUSTOM. 


valuable  possession,  however  iatelligently  all  purchasers  aimed 
at  the  maxiiuura  of  economic  gain  in  their  purchafies ;  especially 
if  we  add  to  the  advantage  of  trouble  saved,  the  further  ad- 
vantage which  the  purchaser  of  any  commodity  obtains  through 
fixed  habits  of  dealiug,  in  a  general  disposition  of  the  seller 
with  whom  he  deals  to  oblige  him. 

Next,  in  explaining  the  obstacles  which  Habit  continually 
presents  to  the  adoption  of  economic  improvements,  we  must 
distiuguislj  between  the  mere  blind  adhesion  to  an  accustomed 
routine,  and  such  rational  aversion  to  the  expenditure  of  labour 
and  waste  of  acquired  dexterity  involved  in  learning  new 
processes  as  would  be  felt  by  the  most  perfectly  '  economic ' 
man. 

Further,  so  far  as  the  breach  of  habit  involved  in  a  change 
of  work  or  residence  causes  actual  discomfort,  it  is  possible  that, 
on  the  strictest  calculations  of  self-interest,  this  drawback  may 
outweigh  the  jjecuuiary  gain  that  would  result  from  the  adoption 
of  the  proposed  change.  The  ties  of  mere  association  formed 
by  a  man's  previous  life,  no  less  than  the  ties  of  social  or 
patriotic  affections,  couytitute  an  economic  force  operating  to 
keep  a  man  where  he  i.s,  the  action  of  which  is  in  no  way 
excluded  by  the  fundamental  assumptions  on  which  the  theory 
of  competitive  distribution  proceeds. 

Finally,  it  should  b«  observed  that  a  man's  habits  of  dealing 
are  frequently  sustained,  even  when  they  have  become  econo- 
mically disadvantageous  to  him,  through  his  sympathy  with  the 
expectations  that  they  have  excited  in  the  minds  of  others,  and 
the  disappointment  that  would  be  produced  if  they  were  dis- 
continued. For  the  tendency  to  do  what  one  has  hitherto  done 
has  its  counterpart  in  the  tendency  to  expect  to  be  treated  a« 
one  has  hitherto  been  treated :  and  the  breach  of  such  expecta- 
tions, if  the  lo€s  caused  by  it  is  considerable,  is  often  felt  to  be 
a  hardship,  if  not  exactly  an  injustice,  even  in  oases  where  no 
legal  claim  could  be  based  upon  them ;  so  that  moral  and 
sympathetic  motives  co-operate  in  preventing  such  a  breach. 
Perhaps  the  most  conspicuous  effect  of  these  mingled  motives 
is  seen  in  the  case  of  domestic  servants;  men  continually  endure 
a  moderate,  and  not  rarely  a  large,  amount  of  iucompelence  in 
an  old  servant  rather  than  inflict  the  hardship  of  dismissal ;  and 
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that  even  when  they  (1o  not  feel  any  special  nfTection  for  the 
person  thus  benefited. 

§  2.     In  the  cases  just  mentioned  the  grievance  is  much 
greater,  and  the  motives  preventing  divergence  much  stronger, 
when  the  habitual  conduct  has  been  also  custommy — in  the 
sense  in  which  I  have  distinguished  this  term  from  '  habitual.' 
Customs  thus  operating  vary  indefinitely  in  usage  and  duration: 
for  instance,  English  landlords  have  often  allowed  their  farms  to 
be  let  at  rents  below  the  market  mte,  merely  because  their  ances- 
tora — perhaps  only  their  fathers, — did  so  before  them.     More 
widely-extended  customs  are  often  regarded  as  morally  binding 
even  where  they  do  not  carry  with  them  any  legal  obligation. 
It  is  thought  to  be  inequitable  to  refuse  to  pay  a  man  what 
persons  of  hi.s  class  usually  receive  for  a  given  service,  or  by 
taking  advantage  of  special  circumstances,  to  make  him  pay 
more  than  is  ordinarily  paid  for  any  service  that  be  receives. 
Indeed  when  a  man  speaks  of  "  fair  wages "  for  his  work  he 
often  seems  to  mean  no  more  than  customary  wages ;  and  when 
he  complains  of  being  charged  "extortionate"  prices,  he  can 
only  dofeud  the  epithet  by  an  appeal  to  custom.     How  far  such 
an  appeal  is  founded  on  reason,  wo  vnW  hereafter  consider:  here 
we    need   only   observe   that    even   in   the   most  economically 
advanced  of  e-xtsting  communities,  material  divergences  from 
purely  competitive  distribution  are  to  be  referred  to  Custom 
consciou.s  or  unconsciously  determiuitig  notions  of  eipiity  :  while 
in  other  ages  and  countries  the  influence  of  this  principle  has 
predominated  so  much  over  that  of  Competition,  as  sometimes 
to  reduce  the  operation  of  the  latter  within  very  narrow  limits. 
It   is  to  be  observed,  however,  that  customs  determining 
remuneration  may  be  effective  without  assuming  the  dignity  of 
moral  rules.     For  instance  the  customary  payment  of  fees  for 
certain  professional  services — such  as  those  of  physicians  and 
solicitors— is  not,  I  think,  supported  by  any  general  sense  that 
the  sums  paid  are  just  what  the  services  in  question  are  fairly 
worth.      Rather,  as  I  have   already   suggested,  the    effect    of 
custom  in  such  cases,  at  least  in  the  existing  condition  of  such 
a  society  as  our  own,  blends  with  that  of  tacit  combination,  e.g. 
the  fact  that  it  is  customary  to  pay  a  physician  a  guinea  for 
his  professional  ail  vice  tends  to  produce  a  general  acquiescence 
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in  the  charge,  which  it  is  the  interest  of  physicians  generally  to 
maintain  and  which  it  might  not  be  quite  so  easy  to  gain  for  a 
revised  tariff  of  fees ;  and  therefore  unless  physicians  as  a  body 
forn\  a  decided  opinion  that  their  average  earnings  would  be 
increased  by  a  iliHToront  charge,  the  existing  custom  is  not  likely 
to  be  disturbed.  Stiil  if  it  appeared  to  be  clearly  the  interest 
of  physicians  as  a  class  to  raise  or  lower  the  customary  fee,  it 
can  hardly  he  doubted  that  ttie  union  of  the  profession  is  suf- 
ficiently strotig  to  iuipose  such  a  change  both  on  the  public  and 
on  any  recalcitrant  members  of  their  own  body.  We  may  say 
therefore  that  the  existing  fee  is  determined  by  custom,  but 
under  the  condition  of  not  differing  materially  from  what  would 
be  determined  by  express  combination. 

Again,  there  are  certain  customs  of  expenditure  which,  with- 
out being  morally  obligatory,  are  yet  supported  by  effective 
social  sanctions  ;  so  that  the  breach  of  them  is  either  certain  or 
likely  to  be  a  bar  to  employment,  or  at  any  rate  to  success,  in 
certain  callings,  or  otherwise  to  entail  pecuniary  loss.  The  obli- 
gations thence  arising  are  in  part  strictly  professional — such,  e.g. 
as  the  necessity  of  wearing  a  certain  dross;  partly,  again,  they  are 
attached  to  the  social  grade  from  which  the  class  of  labourers  in 
question  is  chiefly  taken;  thus  a  clerk  would  incur  disfavour  by 
wearing  the  dress  of  a  mechanic;  a  physician  would  not  succeed 
who  did  not  appear  to  live  in  a  style  above  that  of  an  urdinary 
clerk ;  it  is  even  considered  a  part  of  the  duty  of  certain  highly 
paid  officials  to  give  costly  entertainments.  So  far  as  such 
customary  expentliture  is  generally  felt  to  be  burdensome,  it 
should  not  be  regarded  as  a  part  of  the  spender's  consumption, 
ecouomieally  speaking;  but  rather  as  a  part  of  the  cost  of  pro- 
duction of  his  services,  which  will  therefore  tend  to  be  returned 
to  him  in  the  remuneration  received  for  them.  If,  however,  the 
custom  corresponds  to — and  is,  in  fact  sustained  by — the  general 
tastes  and  inclinations  of  persons  of  the  social  gradt.-  from  which 
the  labourers  in  question  are  chiefly  drawn,  it  will  uidy  tend  to 
raise  the  wj^es  of  such  labourers  so  far  aa  it  constitutes  an 
additional  obstacle  to  the  competition  of  aspirants  from  the 
grade  below. 

In  some  cases,  again,  the  neglect  of  received  customs  of  ex- 
jjeiiditure  would  hardly  either  prevent  a  man  from  obtaining 
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work  of  a  particular  kind,  or  detract  from  its  pecuniary  emolu- 
ments; it  would  merely  diminish  his  share  of  the  social  coosi- 
deratiou  that  commonly  attaches  to  these  functions.  This  leads 
us  to  notice  that  the  actual  allotment  of  social  rank  to  different 
callings  itself  depends  to  a  great  extent  on  the  stability  of 
custom;  being  often  materially  different  from  the  allotment  that 
might  be  expected  to  result  from  an  intelligent  consideration  of 
the  importance  of  different  social  functions,  or  of  the  qualities 
required  for  their  efficient  performance.  At  the  same  time  this 
influence  of  custom,  however  irrational  it  may  seem,  is  yet 
a  motive  force  which  an  intelligent  pursuer  of  private  interest 
cannot  disregard.  For  even  if  such  a  person  were  so  exception- 
ally constituted  as  to  derive  no  immediate  satisfaction  from 
social  consideration,  lie  couhl  hardly  (ail  to  (iiid  it  useful  indi- 
rectly in  various  ways. 

§  3.  It  thus  appears  that  only  a  part  of  the  great  and 
varied  iufiuence  nf  custom  can  be  regarded  as  a  force  opposed 
to  competition  and  which  the  fuller  development  of  the  latter 
must  necessarily  diminish.  So  far  as  the  maintenance  of  fixed 
habit.a  of  dealing,  and  rates  of  remuneration  not  frequently 
changed,  leads  to  economy  of  time  and  labour,  the  development 
of  competition  has  of  course  no  tendency  to  modify  it.  So  far, 
again,  as  custom  determines  the  social  consideration  attaching 
to  certain  kinds  of  work,  or  imposes  certain  modes  of  outlay  as 
a  condition  of  obtaining  .such  consideration,  its  effects  should, 
I  conceive,  be  treated  merely  as  a  part  of  the  pre-existing 
Bocial  circumstances  iu  which  the  laws  of  competitive  distribu- 
tion are  supposed  to  operate.  Customs  in  this  latter  sense  may 
be  altered,  indeed  are  continually  being  altered  to  some  extent, 
by  the  progress  of  civilization ;  but  the  more  development, 
intensive  and  extensive,  of  the  intelligent  pursuit  of  private 
interest  has  not  in  itself  any  tendency  to  alter  them.  Nor, 
again,  can  wc  say  that  such  development  will  necessarily  tend 
to  obliterate  the  effect  of  customs  that  fix  the  money-price  of 
services,  so  far  as  they  are  really  supported  by  a  veiled  or  tacit 
combination  of  the  pei^sons  to  whom  they  are  profitable;  though 
it  will  probably  tend  to  strip  off  the  veil  and  render  the  com- 
bination open  and  avowed. 

There  remain  two  important  and  fundamentally  different 
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ways  in  which  the  influences  of  custom  and  habit  undoubtedly 
counteract,  to  some  extent,  the  force  of  competition.  Firstly,  so 
far  as  the  mere  tendency  to  follow  use  and  wont  operates 
blindly,  without  consideration  of  the  consequent  gain  and  loss, 
its  force  combines  with  that  of  simple  inertia  and  carelessness 
in  diminishing — or,  still  more  often,  retarding — the  changes  in 
wages  or  prices  corresponding  to  changes  in  the  conditions  of 
industry,  which  competition  tends  to  bring  about'.  Secondly, 
so  far  as  men's  sense  of  Justice  or  Fairness  is  consciously  or 
unconsciously  determined  by  Custom,  its  influence  may  be  con- 
sidered as  a  part  of  the  aggregate  effect  of  moral  or  quasi-moral 
aeutiinents  in  modifying  the  competitive  distribution  of  produce. 
Besides  the  sense  of  Justice — which,  be  it  observed,  has  some- 
times acted  powerfully  in  a  direction  opposed  to  use  and  wont — 
we  may  note  Patriotism,  Philanthropy,  Pity,  Friendship,  Re- 
ligion and  other  forms  of  devotion  to  an  ideal,  as  emotional 
forces  that  come  in  various  ways  into  conflict  with  the  desire  of 
private  gain.  So  far,  indeed,  as  such  motives  merely  induce 
men  to  devote  income  or  time  and  energy  to  other  purposes 
than  those  of  private  enjoyment,  their  effects  need  not  be  in- 
cluded among  ttic  phenomena  with  which  economic  .science  is 
concerned : — thus  almsgiving  of  all  kinds,  and  other  donations 
to  individuals  or  public  objects,  may  be  considered  as  consti- 
tuting a  secondary  redistribution  of  wealth,  valuable  as  supple- 
menting the  defects  and  mitigating  the  rigours  of  the  primary 
competitive  distribution,  but  not  requiring  to  be  taken  into 
account  in  economic  reasonings,  except  in  special  cases  in  which 
it  influences  the  primary  distribution.  And  doubtless  moral 
aentimeuts  and  ideEil  aims  do  actually  exercise  this  kind  of 
influence  iu  certain  cases:  a  certain  amount  of  the  labour  from 
which  men  obtain  their  livelihood  is  performed  for  remunera<- 
tion  less  than  might  be  earned  in  some  work  no  more  fatiguing 
or  disagreeable,  from  a  deliberate  postponement  of  the  labourer's 
pecuniary  interests  to  other  aims.  I  do  not,  however,  think  that 
the  effects  of  these  elevated  sentiments  in  modifying  the  action 

>  It  it)  solely  to  this  diminution  and  retardation  of  the  cifeots  of  cumpetition 
by  the  mere  vit  inertia!  oJ  custom  thnt  1  xhould  he  disposed  to  apply  the 
metaphorical  term  "  friolion  " ;  which  some  econonuiita  hare  used  more  vaguely 
Aud  widely. 
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of  economic  forces  are  of  fundamental  importance  in  modem 
societies  as  they  actually  exist :  and  to  investigate  systematically 
the  probability  of  their  becoming  more  important  hereafter, 
would  carry  us  beyond  the  scope  of  the  present  treatise  into  a 
study  of  the  general  history  of  society.  It  appears  to  me,  there- 
fore, that  what  I  have  to  say  on  the  actual  relations  of  Morality 
and  Political  Economy  will  be  most  conveniently  said  in  con- 
nexion with  the  discussion,  to  which  we  are  now  to  proceed,  on 
the  principles  which  ought  to  regulate  the  economic  intervention 
of  Government. 


BOOK    III. 


In  this  third  booij  of  my  treatise  I  propose  to  discuss  briefly 
the  principles  of  Political  Economy  considered  as  an  Art,  or 
department  of  the  general  Theorj-  of  Practice.  It  has  been 
already  observed',  iu  the  introductory  portion  of  this  work,  that 
the  "  principles  of  Political  Ecouoiuy  "  are  still  most  commnuly 
undei'sUiud,  even  iu  England,  and  iu  spite  of  many  protests  to 
the  contrary,  to  be  practical  principles — rules  of  conduct  public 
or  private.  This  being  so,  it  seems  to  me  that  confusion  of 
thought  on  the  subject  is  likely  to  be  most  etfectuaily  pre- 
vented, not  by  confining  the  Theory  of  Political  Economy  to 
economic  science  iu  the  strictest  sense — the  study,  whether  by 
a  positive  or  a  hypothetical  treatment,  of  the  actually  existing 
production  and  distribution  of  valuable  commodities — but  by 
marking  and  maintaining  as  clearly  as  possible  the  distinction 
between  the  points  of  view  of  the  Science  and  the  Art  respec- 
tively, and  the  methods  of  reasoning  appropriate  to  each. 

How  then  shall  we  define  the  scope  of  Political  Economy 
considered  as  an  Art  ? 

If  we  follow  the  indications  of  language,  it  would  seem  to 
be  a  branch  or  application  of  a  more  general  art  called 
'  Ekionomy '  without  qualification.  Another  branch  of  this 
more  comprehensive  art  is  commonly  recognised  as  "  Domestic 
Economy"  or  "economy  in  household  matters."  Here  the 
object  with  which  the  eoonomifit  is  concerned  is  wealth  or 
money;  but  we  equally  speak  of  "economizing"  time  (or  labour 

'  lutroductiutj,  c.  ii.  §  1. 
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measured  by  time),  economizing  mechanical  force,  &c.,  &c. 
Comparing  these  ditferent  uses,  we  may  define  '  Economy ' 
generally  as  the  art  or  method  of  attaining  the  greatest  possible 
amount  of  some  desirable  result  for  a  given  cost,  or  a  given 
result  for  the  least  possible  cost ;  '  cost '  being  of  two  kinds, 
either  (1)  the  oudurance  of  pain,  discomfort,  or  something  else 
undesirable,  or  (2)  the  sacrifice  of  something  desirable,  either 
as  an  end  or  a  means\ 

The   Art   of   Political    Economy.  th«u,  would   seem  to  be 
Economy  applied  to  the  attainment  of  some  desirable  result 
not  for  an  individual  but  for  a  political  community  (or  aggregate       . 
of  such  communities.) 

So  far  we  may  hope  to  avoid  controversy.  But  when  we  go 
on  to  ask  what  the  desirable  result  is  which  Political  Economy 
seeks  to  realise,  we  find  the  ipiestiun  le.s.s  easy  to  answer. 
It  has  already  been  noticed*  that  Adam  '  Smith  and  bis 
earlier  successors,  so  far  as  they  treated  Political  Economy 
as  an  Art,  conceived  its  end  to  be  that  the  national  pi-odiic- 
twri  of  wealth  should  be  as  great  as  possible;  and  hardly 
appear  to  have  entertained  the  notion  of  aiming  at  the  best 
possible  Distribution.  But  this  limitation  of  view  is  not  in 
accordance  with  the  ordinary  use  of  the  wider  term  '  economy.' 
The  idea  of  an  economic  expenditure  of  wealth,  of  which  the 
aim  is  to  make  a  given  amount  of  wealth  as  useful  as  possible, 
is  even  more  familiar  than  that  of  economic  production  of 
wealth :  in  fact  Domestic  Economy,  as  ordinarily  understood, 
is  simply  the  Art  or  Faculty  of  "  making  wealth  go  as  far  an 
"  possible."  And  it  seems  most  in  banuoiiy  with  the  received 
division  of  economic  science,  adopted  in  the  present  treatise,  to 
recognise  at  lea.st  a  possible  Art  of  Distribution,  of  which  the 
aim  is  to  apportion  the  produce  among  the  members  of  the 
community  so  that  the  greatest  amount  of  utility  or  satisfaction 
may  be  derived  from  it. 

'  I  have  before  urged  that  labour  is  not  ni-ceasarilv  to  1)«  regarded  a«  Rome- 
tiling  disagreeable;  all  that  we  can  infer  from  the  fuot  that  any  kind  of  labour 
lias  to  be  paid  for  is  that  some  ottt  of  the  whole  number  of  persons  re«)uired  to 
farnisb  all  the  labour  that  isociety  is  prepared  to  purchase,  either  dislike  this 
labooT,  or  prefer  some  other  kind  of  labour  either  for  its  own  sake  or  for 
its  results. 

*  Introduction,  r.  ii.  g  i. 
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It  nmy  be  stiid  that  this  latter  iiKjuiiy  takes  us  beyond 
tlie  limits  that  properly  separate  Political  Economy  from  the 
more  comprehensive  and  more  difficult  art  of  general  Politics ; 
since  it  inevitably  carries  us  into  a  region  of  investigation  in 
wViich  we  can  no  longer  use  the  comparatively  exact  measure- 
ments of  economic  science,  but  only  those  more  vague  and 
uncertain  balancings  of  different  quantities  of  happiness  with 
which  the  politician  has  tn  content  himself.  But  the  discus- 
sions in  Book  I.  on  the  definitions  of  wealth  and  value  seemed 
to  lead  to  the  conclusion  that  the  real  exactness  of  economic 
as  compared  with  onlinary  political  estimates  is  generally  over- 
rated. For  it  there  appeared  that,  though  we  could  measure 
all  wealth  at  the  same  time  and  place  by  the  onlinaiy  standard 
of  exchange  value, — i.e.  money, — still  in  comparing  amounts  of 
wealth  at  different  times  and  places  neither  this  nor  any 
equally  exact  standard  was  available ;  and  we  were  accordingly 
obliged  to  some  extent  to  fall  back  on  a  necessarily  more 
indefinite  comparison  of  utilities.  Since,  then,  even  in  the 
reasonings  of  economic  science,  an  estimate  of  the  utility  of 
wealth  is  to  some  extent  indispensable,  no  fundamental  change 
of  method  is  introduced  by  adopting  this  estimate  more  syste- 
matically in  the  present  part  of  our  investigation. 

It  may  however  be  questioned  whether,  so  far  as  we  regulate 
the  distribution  of  produce,  we  should  do  so  on  the  principle 
that  I  have  laid  down  as  '  economic'  Many  would  ui^e  that 
we  ought  to  aim  at  realizing  Justice  or  Equity  in  our  distribu- 
tion. Hence  it  seems  desirable  to  examine  the  principles  of 
Justice  or  Equity  that  have  been  proposed  as  supreme  rules  of 
distribution :  and,  so  far  aa  any  such  principles  approve  them- 
selves on  examination,  to  consider  how  far  their  application 
would  concide  with,  and  how  far  it  woukl  diverge  from,  the 
pursuit  of  the  '  economic '  ideal. 

Meanwhile  we  may  take  the  subject  of  Political  Economy  | 
considered  as  an  Art  to  include,  besides  the  Theorj  of  provision  \ 
for  governmental  expenditure,  (1)  the  Art  of  making  the 
proportion  of  produce  to  population  a  maxim\ini,  taking  gene- 
rally as  a  measure  the  ordinarj'  standard  of  exchange  value,  so 
far  as  it  can  be  applied :  and  (2)  the  Art  of  rightly  Distributing 
produce  among  members  of  the  community,  whether  on  any 
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principle  of  Equity  or  Justice,  or  on  the  economic  principle  of 
making  the  wholo  produce  as  useful  as  possible. 

Here,  however,  it  may  be  asked,  Whose  coaduct  the  Art  is 
supposed  to  direct  ?  aud  sonic  further  explanation  on  this  point 
seems  certainly  to  be  required.  First  as  regards  Production 
— the  term  'Art  of  Production '  might  be  fairly  understood  to 
denote  a  systematic  exposition  of  the  rules,  by  conforming  to 
which  individuals  engaged  in  industry  may  produce  the  ma.ti- 
raum  of  commodity  with  the  minimum  of  cost.  But  PoUtical 
Economy  is  not  usually  supposed  to  include  such  an  exposition; 
and  it  appears  to  me  that  it  would  be  difficult  to  give  any 
genera!  iu.structiou  of  this  kind,  if  it  is  to  be  more  than  a  collec- 
tion of  common-places,  without  entering  more  fully  than  would 
be  convenient  into  the  details  of  particular  kinds  of  industry. 
At  any  rate  I  do  not  propose  to  attempt  this  iu  the  present 
book ;  I  shall  follow  tradition  in  treating  as  the  main  subject  of 
Political  Economy,  regarded  as  an  Art  of  Production,  the  action 
of  Goverument  for  the  improvement  of  the  uatioual  pronluction: 
but  it  seems  desirable,  for  completeness,  to  include  in  our  con- 
sideration the  action  of  private  persons  for  the  same  end,  so  far 
as  it  is  uut  prompted  by  the  ordinary  motives  of  pecuniary  self- 
interest  or  regulated  on  commercial  principles.  This  extension 
of  view  is  still  more  clearly  called  for  in  dealing  with  the  Art  of 
Distribution ;  whore  gratuitous  labour  and  expenditure  have, 
especially  in  modern  times,  largely  supplemented  the  efforts  of 
governments  to  mitigate  the  distressing  inequalities  in  the 
distribution  of  produce,  that  are  incidental  to  the  existing 
competitive  organisation  of  society. 

Finally,  I  iiave  to  obser^'e  that,  in  defining  the  scope  of 
the  Art  of  Production,  I  have  implied  that  the  mere  increase 
of  jMpulatiou  is  not  an  end  at  which  it  aims.  This  is,  I  think, 
now  the  generally  accepted  view  oi  political  economists.  A 
statesman,  Iiowever,  will  generally  desire,  ceteris  paribus,  a 
large  population  for  his  country  :  and  we  shall  find  that  some 
iuiportaut  kinds  of  governmental  interference  with  imlustry — 
such  as  the  regulation  of  land-tenure — have  been  partly  advo- 
cated with  a  view  to  increase  of  population  rather  than  of 
wealth.  I  propose  therefore  in  one  or  two  cases  to  consider  the 
effects  of  governmental  interference  in  relation  to  this  end. 


§  1,  On  the  very  threshold  of  the  subject  of  enquiry 
defined  in  the  preceJiug  chapter  we  find  ourselves  confronted 
by  the  sweeping  doctrine  that  the  sole  function  of  an  ideal 
Cioverument  in  relation  to  industry  is  simply  to  leave  it  alone. 
This  view  in  some  minds  seems  to  be  partly  supported  by  a 
curious  confusion  of  thought  j  the  absence  of  government^ 
interference  being  assumoti  for  simplicity's  sake  in  the  hypo- 
thetical reasonings,  by  which  the  values  of  products  and  ser- 
vices are  deductively  determined,  is  at  the  same  time  vaguely 
regardeil  as  a  conclusion  established  by  such  reasonings.  Still 
when  modern  Political  Economy — according  to  the  common 
view  of  its  commencement  as  a  special  science  or  study' — was 
founded  by  the  "  Physiocrats  "  in  the  middle  of  the  last  century, 
it  was  an  essential  part  of  its  teaching  that  a  statesman's 
business  was  not  to  make  lawa  for  industry,  but  merely  to 
ascertain  and  protect  from  encroachment  the  simple,  eternal 
and  immutable  laws  of  nature,  under  which  the  production 
would  regulate  itself  in  the  best  possible  way,  if  Governments 
would  abstain  from  meddling.  And  from  this  time  forward, 
under  the  more  enduring  influence  of  Adam  Smith,  the 
accredited  expositors  of  PoHtical  Economy — at  lea.st  until  the 
comparatively  recent  movement  against  Individualism  in 
Qermany — have   commonly  been  advocates  of  Laisser  Faire. 

'  See  note  at  the  end  of  the  chapter. 
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Hence  since  this  doctrine,  so  far  as  it  is  souad,  is  evidently  the 
most  important  couchision  of  Political  Economy  considered  as 
an  Art,  it  will  be  couvenient  to  begin  this  department  of 
our  investigation  by  examining  carefully  the  grounds  on  which 
it  is  advooaled. 

Throughout  this  examination  it  is  desirable,  for  clearness' 
sake,  to  keep  distinct  the  two  points  of  view  which  we  have 
taken  separately  in  the  two  preceding  hooks,  For  the  pro- 
position that  what,  after  Adam  Smith,  I  shall  call  "natural 
"liberty"  tends  to  the  most  economic  production  of  wealth, 
by  no  means  necessarily  implies  the  further  proposition  that  it 
also  tends  to  the  most  economic  or  eipiitable  distribution  of 
the  aggregate  produce.  It  was  no  doubt  held  by  the 
Physiocrats  that  nahural  Liberty  tends  to  realise  Natural 
•fustice :  and  the  same  view  has  been  commotdy  maintained 
by  the  more  thorough-going  followers  of  Adam  Smith'  in 
Franco  and  Crennany,— »f  whom  Bastiat  may  be  taken  as 
a  type — and  has  been  frequently  expressed  or  implied  in 
the  utterances  of  subordinate  members  of  the  "  Manchester 
"  School "  in  England.  Bat  I  am  not  aware  that  it  has  been 
expressly  affirmed  by  any  k-ading  economic  writer  in  England 
from  Ricardo  downwards ;  and  since  thy  iufluence  of  J.  S.  Mill 
has  been  predotninant.  I  do  not  think  it  has  been  the  pre- 
vailing opinion  even  among  the  rank  and  file  of  the  "  orthodox  " 
school  of  Political  Economy.  Many,  at  any  rate,  of  those  ""^ 
who  in  England  have  held  most  strongly  that  it  is  expedient 
for  Government  to  interfere  as  little  as  possible  with  the 
distribution  of  wealth  resulting  from  free  competition,  have 
not  maintained  this  on  the  ground  that  the  existing  inequalities 
are  satisfactory  ;  but  ratiier  in  the  belief  that  any  such  inter- 
ference must  tend  to  impair  aggregate  production  more  than 
it  could  increase  the  utility  of  the  produce  by  a  better  dis- 
tribution. 

It  will  be  convenient  therefore  to  commence  with  au 
examination  of  the  arguments  by  which  the  system  of  Natural 
Liberty  is  justified  in  its  relation  to  production.  The  following 
is  a  concise  statement  of  the  rea.?ouing  to  this  concluwion  which 
is  more  or  less  definitely  implied,  and  partly  expressed,  in 
'  For  Adain  Smith's  own  view,  we  Inlrodnction,  pp.  19,  20. 
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numberless  passages  of  the  works  of  Adam  Smith   and   his 
successors.  s/ 

Assuming  as  universal  a  fairly  intelligent  and  alert  pursuit 
of  the  interest  of  self  and  family,  it  is  argvied  that  wealth  and 
other  purchaseable  commodities  will  be  produced  in  the  most 
economic  way,  if  every  member  of  society  is  left  free  to  produce 
and  transfer  to  others  whatever  utilities  he  can,  on  any  terms 
that  may  be  freely  arranged. 

For  (1)  the  regard  for  self-interest  on  the  part  of  consumers, 
will  lead  always  to  the  effectual  demand  of  the  things  that  are 
most  useful  to  society ;  and  (2)  regard  for  self-interest  mi  the 
part  of  producers  will  lead  t^  their  production  at  the  least  cost. 
That  is,  firstly,  if  any  material  part  of  the  ordinary  supply 
of  any  commudity  A  were  generally  estimated  as  less  useful  for 
the  satisfaction  of  social  needs  than  tlie  (juantity  of  another 
commodity  B  that  could  be  produced  at  the  same  cost,  the 
demand  of  consumers  would  be  diverted  from  A  to  B,  so  that 
A  would  fall  in  market- value  and  B  rise ;  and  this  change 
in  values  would  cause  a  diversion  of  the  efforts  of  producers 
from  ^4.  to  5  to  the  extent  required  And,  secondly,  the 
solf-intere.st  of  producers  will  tend  to  the  production  of  every- 
thing at  the  least  coat :  for  the  self-interest  of  entrepreneurs 
will  lead  them  to  purchase  services  most  cheaply,  taking 
account  of  quality:  and  the  self-interest  of  labourers — in- 
cluding its  expansion,  through  parental  affection,  into  domestic 
interest — will  cause  them  to  be  trained  to  the  performance  of 
the  best-paid,  and  therefore  most  useful,  services  for  which  they 
are,  or  are  capable  of  becoming,  adapted  ;  so  far  as  the  cost  of 
the  training  does  not  outweigh  the  increment  of  efficiency  given 
by  it,  Any  excess  of  labourers  of  any  kind  will  be  rapidly 
corrected  by  a  fall  in  the  demand  for  their  services;  and,  in  the 
same  way,  any  deficiency  will  be  rapidly  made  up.  And  the 
more  keenly  and  persistently  each  individual  —  whether  as 
consumer  or  as  producer- — pursues  his  private  interest,  the 
more  certain  will  be  the  natural  punishment  of  inertia  or 
misdirected  effort  anywhere,  and  therefore  the  more  com- 
pletely will  the  adaptation  of  social  labour  to  the  satisfaction 
of  social  wants  be  attained.  What  has  been  said  applies 
primarily  to  ordinary  buying  and  selling ;  but  it  may  obviously 
s.  P.  E.  20 
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be  extended  to  borrowing  and  lending,  hiring  and  letting — 
and,  in  short,  to  all  contracts  in  which  any  exchange  of  utilities 
takes  place  :  the  only  thing  required  of  government  in  any 
such  case  is  to  secure — by  the  protection  of  person  and  pro- 
perty from  force  and  fraud  and  the  enforcement  of  freely 
made  contracts — that  every  one  shall  be  really  free  to  purchase 
the  utility  he  most  wants,  and  to  transfer  what  he  can  best 
furnish. 

This  conception  of  the  single  force  of  self-interest,  creating 
and  keeping  in  true  economic  order  the  vast  and  complex 
fabric  of  social  industry,  is  very  fascinating ;  and  it  is  not 
surprising  that,  in  the  first  glow  of  the  enthusiasm  excited 
by  its  revelation,  it  should  have  been  unhesitatingly  accepted 
as  presenting  the  ideal  condition  of  social  relations,  and  final 
goal  of  political  progress.  Ami  I  believe  that  the  conception 
contains  a  very  large  element  of  truth :  the  motive  of  self- 
interest  does  work  powcrfiilly  and  continually  in  the  manner 
above  indicated ;  and  the  difficulty  of  finding  any  adequate 
substitute  for  it,  either  as  an  impulsive  or  as  a  regulating 
force,  is  an  almost  invincible  obstacle  in  the  way  of  recon- 
structing society  on  any  but  its  present  individualistic  basis. 
At  the  same  time,  before  wo  accept  the  system  of  natural 
liberty  as  supplying  the  type  to  which  a  practical  politician 
should  seek  to  approximate,  it  is  important  to  obtain  a  clear 
view  of  tho  general  qualifications  with  which  the  argument 
above  given  has  to  be  accepted,  and  of  the  particular  cases  in 
which  its  optimistic  conclusion  is  inadmissible. 

§  2.  I  propose,  therefore,  in  the  present  chapter,  to  concen- 
trate attention  on  these  qualifications  and  exceptions.  And, 
in  so  doing,  I  think  it  will  be  most  instructive  to  adhere,  in  the 
main,  to  the  abstract  deductive  method  of  treatment  which 
has  been  chiefly  employed  in  the  preceding  book  ;  since  many 
persons  who  are  willing  to  admit  that  the  principle  of  Uiisser 
faire  ought  not  to  be  applied  unreservedly  in  the  actual  con- 
dition of  human  societies,  yet  seem  to  suppose  it  to  be  demon- 
strably right  in  the  hypothetical  community  contemplated  in 
the  general  reasonings  of  Political  Economy.  This  supposition 
appears  to  me  seriously  erroneous;  hence  in  the  present 
chapter  I  am  specially  concerned  to  show  that  even  in  a  society 
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composed — snlsly  i"-  Trminiy' — of  "eeoBcmie  iwen",  the  eystem 
of  natural   liberty  would  have,  in  certain  respects  and  under 
certain  coaditionB.  no  tendency  to  realise  the  beneficent  results 
Iclaimecl  for  it'. 


may  begin  by  pointing  out  that  the  arjrument  for  Inuser 
fail's  docs  not  tend  to  show  that  the  spontaneous  combination  of  H  \ 
individuals  pursuing  their  private  interests  will  lead  to  the  pro-  ^/ 
duction  of  a  maximum  of  material  wealth,  except  so  far  as  the 
individuals  in  question  prefer  material  wealth  to  utilities  not 
embodied  in  matter.  So  far  as  their  choice  falls  on  the  latter — 
80  far  (e.g.)  as  the  wealthier  among  them  prefer  the  opera  and 
the  drama  to  the  arts  of  painting  and  sculpture,  and  a  greater 
abundance  of  servants,  to  a  greater  elaborateness  in  food, 
clothing,  and  ornaments — the  result  of  their  free  action  will  be 
to  render  the  production  of  material  wealth  less  than  it  would 
othe^^vise  be.  And  even  taking 'produce*,  as  I  propose  to  do, 
in  the  wider  sense  in  whioh  it  has  been  taken  in  the  preceding 
books,  to  include ,  immaterial  utilities  as  well  as  material,  we 
have  still  to  observe  that  men  may  prefer  repose,  leisure, 
reputation,  &c.,  to  any  utilities  whatever  that  they  could 
obtain  by  labouring.  Thus  the  freeing  of  a  servile  population 
may  cause  a  large  ilimiuutiou  of  production  (in  the  widest  sense 
of  the  terra);  because  the  freedmen  are  content  with  what  they 
can  get  by  a  much  smaller  amount  of  labour  than  their  masters 

'  The  difference  betrwcen  "solely"  and  "mainly"  iB  iraportant  in  a  part  of 
the  argument  that  follows.     See  p.  410. 

'  It  ]h  from  this  poiet  of  Ticw  that  Caimes'  intereHtin^  and  perRuasive  esBay 
on  "  Political  Economy  and  Laissez  Faire"  (in  his  Eitayi  in  Political  Economy 
TheoreKcal  and  Applied)  appears  to  me  most  defective.  Caimes  reaches  the 
conclnsion  that  laimei  faire,  ihotmh  the  safest  "practical  rule,"  yet  "falls 
"to  the  (rrmind  as  a  scientific  doctrine,"  by  i>oiDting  to  actual  shortcomings 
in  the  production  and  distriliution  of  sociftl  utility,  and  tracing  these  to  the 
mititaken  notions  that  men  form  of  their  interests.  But  this  reasoning  seema 
to  me  palpably  inconclusive,  according  to  the  view  of  Political  Economy  as  a 
hypotlietical  wiience,  which  Caimes  elsewhere  ospoands  [Lnyieal  Method  of 
Political  Eeonomy,  Leot.  n.).  What  on  this  view  he  has  to  prove  is  that 
there  is  any  less  reason  for  regarding  laittrz  faire  as  a  doctrine  of  this  hypo- 
thetical science  thau  there  is  for  so  regarding  those  deductive  detenninations  of 
the  values  of  products  and  services  which  might  equally  well  he  shown  not 
to  correspond  exactly — nor,  in  all  cases,  even  approximately — to  the  actual 
fiacts  of  existing  societies.  This,  then,  is  the  point  to  which  I  chiefly  direct 
attention  in  the  present  chapter. 
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forced  them  to  perform.  In  short  '  natural  liberty '  can  only 
tend  to  the  production  of  maximum  wealth,  so  far  as  this  gives 
more  satisfaction  on  the  whole  than  any  other  employment  of 
time, 

The  importance  of  both  these  qualifications  becomes  more 
clear  when  they  are  viewed  in  connexion  with  a  third.  In 
the  abstract  argument,  by  which  the  system  of  natural  liberty 
is  shown  to  lead  to  the  most  economic  production,  it  has  to  be 
implicitly  assumed  that  all  the  different  parts  of  produce  are 
to  be  measured,  at  any  one  time  and  place,  by  their  exchange 
value'.  That  is,  we  have  to  assume,  that  utilities  valued 
highly  by  the  rich  are  useful  to  the  community  in  proportion 
either  to  their  market  price,  or  to  the  pecuniary  gain  foregone 
in  order  to  obtain  them.  And  among  these  utilities,  as  we 
have  just  seen,  we  must  include  the  gratification  of  the  love  of 
power,  the  love  of  ease,  and  all  the  whims  and  fancies  that  are 
wont  to  take  possession  of  the  minds  of  persons  whose  income 
is  far  more  than  sufficient  to  satisfy  ordinary  human  desires. 
It  is  only  by  this  strained  extensiou  of  the  idea  of  social  utility 
that  the  production  of  such  utility  under  the  system  of  natural 
liberty  can  be  said  to  have  even  a  general  tendency  to  reach 
the  maximum  production  possible.  Thus,  for  instance,  there  is 
no  reason  why,  even  in  a  commuuity  of  most  perfectly  economic 
men,  a  few  wealthy  landowners,  fond  of  solitude,  scenery  or 
Bport,  should  not  find  their  interest  in  keeping  from  cultivation 
large  tracts  of  land  naturally  fit  for  the  plough  or  for  pasture ; 
or  why  large  capitalists  generally  should  not  prefer  to  live  on 
the  interest  of  their  capital,  without  producing  personally  any 
utilities  whatsoever. 

The  waste  of  social  resources  that  might  result  in  this  way 
is  likely  to  be  greater  the  nearer  a  man  approaches  the  close 
of  life,  so  far  as  we  suppose  self-interest  to  be  his  governing 
principle  of  action.  Unless  he  is  sympathetic  enough  to  find 
hia  greatest  happiness  in  beneficence,  it  may  clearly  be  his 
interest,  as  his  end  draws  near,  to  spend  larger  and  larger  sums 
on  smaller  and  smaller  enjoyments.     Or  if  we  may  legitimately 

1  A  cerUin  margin  of  uncertainty  is  introduced,  so  far  as  the  interference  of 
Government  lias  any  effect  in  altorin^  ExchanRe-Talue.  But  this,  for  our 
present  purpoBes,  may  be  neglected. 
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assume,  as  political  economists  generally  do,  that  a  man  will 
generally  wish  at  least  to  keep  his  capital  intact  for  the  sake 
of  his  descendants,  we  stili  have  no  ground  for  making  any 
similar  general  assumption  in  the  case  of  persons  unmarried  or 
childless.  Such  persons,  again,  even  if  they  do  not  spend 
their  accumulations  on  themselves,  may  (and  not  uufrequontly 
do)  make  an  almost  equally  uneconomical  disposal  of  them 
by  whimHicjvl  or  ill-judged  bequests.  And  this  leads  me  to 
another  difficulty  that  stands  in  the  way  of  the  consistent  reali- 
zation of  the  system  of  natural  liberty,  if  extended  to  include 
freedom  of  bequest.  Granting  that  men  in  general  will  extract 
most  satisfaction  out  of  their  wealth  for  themselves,  if  they 
are  allowed  to  choose  freely  the  manner  of  spending  it;  it 
does  not  in  any  way  follow  that  they  will  render  it  most 
productive  of  utility  for  those  who  are  to  come  after  them  \i  .  . 
they  are  allowed  to  bequeath  it  under  any  conditions  that  [jj 
they  choose.  On  the  contrary,  it  rather  follows  that  any  such 
posthumous  restraint  on  the  use  of  bequeathed  wealth  will 
tend  to  make  it  less  useful  to  the  living,  as  it  will  interfere 
with  their  freedom  in  dealing  with  it.  How  far  it  would 
therefore  be  generally  useful  to  impose  restrictions  on  bequest 
is  a  question  which  can  only  be  decided  by  a  balance  of  con- 
flicting considerations ;  we  have  to  weigh  the  gain  of  utility 
that  may  be  expected  from  the  greater  freedom  of  the  heirs 
against  the  loss  of  utility  that  may  be  feared,  not  so  much 
through  the  diminution  in  the  satisfactions  of  the  testator — 
which  perhaps  need  not  be  highly  estimated — but  from  his 
diminished  inducement  to  produce  and  preserve  wealth.  But 
however  this  question  may  be  decided,  the  theoretical  dilemma 
in  which  the  system  of  natural  liberty  is  placed  is  none  the  less 
clear.  The  free  play  of  self-interest  can  only  be  supposed 
to  lead  to  a  socially  advantageous  employment  of  wealth  in  old 
age,  if  we  assume  that  the  old  are  keenly  interested  in  the  uti- 
lities that  their  wealth  may  furnish  to  those  who  succeed  them: 
but  if  they  have  this  keen  interest,  they  will  probably  wish  to 
regidatc  the  employment  of  their  wealth  ;  while  again  in  pro- 
portion as  they  attempt  this  regulation  by  will,  they  will 
diminish  the  freedom  of  their  successors  in  dealing  with  the 
wealth  that  they  bequeath;    and  therefore,  according  to  the 
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fundamental  assumption  of  the  system  of  natural  liberty,  will 
diiniuish  the  utility  of  this  wealth  to  those  successors.  Of  this 
difficulty  there  is,  I  think,  no  theoretical  solution ;  it  can  only 
be  settled  by  a  rough  practical  compromise. 

A  somewhat  similar  difficulty  arises  in  respect  of  the  en- 
forcement of  contracts.  If  all  contracts  freely  made  are  to  be 
enforced,  it  is  conceivable  that  a  man  may  freely  contract  him-  a 
self  into  slavery ;  it  is  even  conceivable  that  a  large  mass  of  ^  ^ 
the  pupulatioti  of  a  country  might  do  this,  in  the  poverty  and 
distress  caused  by  some  wide-spreading  calamity.  In  sucli 
a  case  Freedom  of  Contract  would  have  produced  a  social 
state  in  which  Freedom  of  Contract  would  be  no  longer  al- 
lowed to  large  numbers,  and  therefore  its  eflfect  in  keeping 
production  ecouuniie  would  be  con-espondingly  restricted..  It 
may  be  said  tijat  such  contracts  would  not  really  be  in  the 
interest  of  the  enslavers ;  and  it  is  no  doubt  true,  that  accord- 
ing to  the  fundamental  hypothesis  that  we  are  now  considering, 
it  cannot  be  A'&  interest  to  make  a  contract  with  B  which  will 
tend  to  diminish  B'&  prospective  utility  to  A,  taking  every- 
thing into  account.  It  ia,  however,  possible  that  the  most 
valued  utility  which  B  can  provide  for  A  is  the  gratification  of 
the  love  of  power  or  superiority  which  A  will  obtain  by  a  more 
complete  control  over  B ;  so  that  it  will  be  A's  interest  to 
obtain  t-hi."?  control  at  the  cost  of  rendering  B's  labour  less  pro- 
ductive— in  any  ordinary  sense  of  the  term.  And,  again,  it  may 
be  possible  for  A  to  make  a  contract,  which  though  it  will  tend 
to  dirainisli  B'%  productive  efficiency  on  the  whole,  will  tend  in 
a  greater  degree  to  increase  A\  prospect  of  securing  to  himself 
the  results  of  this  efficiency :  and,  if  so,  J.'s  self-interest  will 
clearly  prompt  to  such  a  contract. 

§  3.  This  last  possibility  brings  us  in  view  of  another 
fundamental  assumption  of  the  system  of  natural  liberty,  the 
limited  applicability  uf  which  it  is  both  theoretically  and 
practically  important  to  notice.  In  the  general  argument  above 
given  it  was  implicitly  assumed  that  the  individual  can  always 
obtain  through  free  exchange  adequate  remuneration  for  th^  L  j 
services  which  he  is  capable  of  rendering  to  society.  But  there 
is  no  general  reason  for  supposing  that  this  will  always  be 
possible ;  and  in  fact  there  is  a  large  and  varied  class  of  cases  in 
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which  the  supposition  would  be  manifestly  erroneous.  In  the 
first  place  there  are  surae  utilities  which,  from  their  nature  are 
practically  incapable  of  being  appropriated  by  those  who  pro- 
duce them  or  who  would  otherwiae  be  willing  to  purchn.se  them. 
For  instance,  it  may  easily  hapjien  that  the  benefits  of  a  well- 
placed  lighthouse  must  be  largely  enjoyed  by  ships  on  which  no 
toll  could  be  conveniently  imposed.  So  again  if  it  is  economi- 
cally  advantageous  to  a  nation  t<j  keep  up  forests,  on  account  of 
their  beneficial  effects  in  moderating  and  equalizing  rainfall', 
the  advantage  is  one  which  private  enterprise  has  no  tendency 
to  provide;  since  no  one  could  appropriate  and  sell  improve- 
ments in  climate.  For  a  somewhat  diiferent  reason  scientific 
discoveries,  again,  however  ultimately  profitable  to  industry, 
have  not  generally  speaking  a  market  value:  the  inventions  in 
which  the  discovery  is  applied  can  be  protected  by  patents; 
but  the  extent  to  which  any  given  discovery  will  aid  invention 
is  mostly  so  uncertain,  that  even  if  the  secret  of  a  law  of 
nature  could  be  conveniently  kept,  it  would  not  be  worth  an 
inventor's  while  to  buy  it,  in  the  hope  of  being  able  to  make 
something  of  it. 

Here  I  may  notice  a  specially  important  way  in  which  the 
inequalities  in  Distribution — which  natural  liberty  has  no 
manifest  tendency  to  diminish — may  react  unfavourably  on 
Production,  So  far  as  the  most  economic  production  involves 
present  outlay  for  remote  results,  it  may  be  prevented  by  the 
fact  that  the  persons  concerned  do  not  possess  and  cannot  pro- 
cure the  requisite  capital ;  while  for  others  who  do  possess  it, 
such  outlay  would  not  be  remunerative,  owing  to  the  difficulty 
of  appropriating  an  adequate  share  of  the  resulting  increment  of 
utility,  In  the  preceding  book  we  have  been  led  to  observe 
haw  the  services  of  the  higher  grades  of  skilled  labour,  including 
the  labour  of  large  employers,  tend  to  be  paid  more  highly  than 
would  .be  the  case  if  wealth  were  more  equally  distributed. 
But  ^his  result  is  also  primd  facie  evidence  that  such  services 
are  rendered  less  abundantly  than  would  be  the  case  if  the 
labour  and  capital  of  the  community  were  most  productively 
employed:  since  it  may  be  inferred  that  society  woidd  purchase 
an  additional  increment  of  such  services  at  a  price  more  than 
>  Cf.  Ran- Wagner,  Finammuetucha/t,  V  Theil,  §  193. 
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sufficient  to  repay  the  outlny  necessary  to  provide  them, — 
while  at  the  same  time  it  would  not  be  profitable  for  any 
capitalist  to  provide  the  money,  with  the  view  of  being  repaid  ,  i 
out  of  the  salary  of  the  labourer  educated;  owing  to  the  trouble  /  / 
and  risk  involved  in  the  deferred  payments.  In  this  way  it 
may  be  profitable  for  the  community  to  provide  technical  and 
professional  education  at  a  cheap  rate,  even  when  it  couW  not 
be  remuneratively  undertaken  by  private  enterprise.  And 
thus,  too,  the  low  wages  of  a  depressed  class  of  labourers  may 
cause  a  loss  of  wealth  to  the  community,  from  the  low  standard 
of  efficiency  which  they  tend  to  perpetuate  in  the  class,  even 
when  it  would  not  be  the  iuterest  of  any  private  employer  of 
the  labourers  in  question  to  pay  higher  wages. 

§  4.  On  the  other  hand,  private  enterprise  may  sometimes  be 
socially  uneconomical  because  the  undertaker  is  able  to  appro- 
priate not  le^  but  imire  than  the  whole  net  gain  of  his  enter- 
prise to  the  community ;  for  he  may  be  able  to  appropriate 
the  main  part  of  the  gain  of  a  change  causing  both  gain 
and  loss,  while  the  concomitant  loss  falls  entirely  upon  others. 
Thus  a  company  A  having  made  an  expensive  permanent 
instrument- — say  a  railway — to  the  advantage  both  of  them- 
selves and  of  their  fellow-citizens,  it  may  be  the  interest  of.  \ 
another  company  B  to  make  a  new  railway  somewhat  more  (  ^J 
convenient  for  the  majority  of  travellers — and  so  likely  to  draw 
the  lion's  share  of  traflSc  from  A — even  if  the  increment  of 
utility  to  the  community  is  outweighed  by  the  extra  cost  of 
the  new  railway ;  .since  B  will  get  paid  not  merely  for  this 
increment  of  utility,  but  also  for  a  large  part  of  the  utility 
that  A  before  supplied. 

A  still  more  marked  divergence  between  private  interest  and 
public  interest  is  liable  to  occur  in  the  case  of  Monopoly:  since, 
as  we  have  seen,  a  monopolist  may  increase  his  ma.ximum  net 
profit  or  make  an  equal  profit  more  easily,  by  giving  a  smaller 
supply  at  a  higher  price  of  the  commodity  in  which  he  deals,  \o\ 
rather  than  a  larger  supply  at  a  lower  price,  and  so  rendering  / 
less  service  to  the  community  in  return  for  his  profit.  At  the 
same  time,  though  a  monopoly  in  private  bauds  is  thus  liable  to 
be  economically  disadvantageous  from  a  social  point  of  view, 
there  is  in  certain  cases  a  decided  economic  gain  to  be  obtained 
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by  that  organization  of  a  whole  department  of  production  under 
a  single  management,  which  inevitably  leads  to  monopoly; 
either  because  the  qualities  required  in  the  product  are  such  as 
unity  of  management  is  peculiarly  qualified  to  provide — as  in 
the  case  of  the  medium  of  exchange — or  merely  from  the  saving 
of  labour  and  capital  that  it  renders  possible.  And  it  may  be 
observed  that  cases  of  this  kind  tend  to  increase  in  number  and 
importance,  as  civilization  progresses  and  the  arts  of  industry 
become  more  elaborate.  Thus  the  aggregation  of  human  beings 
into  large  towns  has  rendered  it  economically  important  that 
the  provision  of  water  for  the  aggregate  should  be  under  one 
management;  and  the  substitution  of  gas  for  candles  and 
oil-lamp3  has  had  a  similar  economic  eflfect  on  the  provision  of 
light. 

The  practical  importance  of  the  conflict  of  private  and  social 
interests  just  mentioned  is  much  increased  by  the  extent  to 
which  total  or  partial  monopoly  may  be  affected  by  Combina- 
tion'— especially  when  we  consider  that  it  may  be  the  interest 
of  the  combining  producers  not  only  to  limit  the  amount  of 
the  utilities  that  they  prodiice,  in  order  to  raise  their  price, 
but  also  to  resist  any  economies  in  production  which  may  tend 
to  decrease  the  demand  for  them'.  It  should  be  observed  that 
wherever  payment  is  not  by  resultSj  it  may  easily  be  the 
interest  of  any  individual  labourer  in  any  particular  job,  to 
extend  uneconoraically  the  amount  of  labour  required,  or  to 
give  as  little  work  as  be  can  in  the  time  (supposing  that  harder 
work  would  be  more  irksome).  But  it  is  only  where  some 
combinatioQ  of  labourers  exists,  or  custom  partially  sustained 
by  combination,  that  it  can  be  any  one's  interest  on  the  whole 
to  do  this ;  since  if  the  price  of  his  services  were  settled  by 
open  competition,  a  labourer  so  acting  would  lower  the  market 
value  of  his  services.     And  it  is  to  be  observed  that  the  same 
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1  CocabtuatioQ  is  no  doabt  often  taoitljr  excluded  in  the  reasoning  by  which 
it  is  argued  that  the  most  eeonouiic  production  tonds  to  result  from  the  plav  of 
indiriduaJ  self-iatcrests.    But  I  do  not  see  how  it  is  legitimately  to  be  excluded. 

*  It  is  one  of  the  moat  serious  of  economic  objections  alleged  against  Trades' 
Unione,  from  the  point  of  view  of  the  commnnity,  that  the  rcgutalionB  of  some 
of  them  are  partly  framed  to  carry  ont  thia  anti-social  method  of  increaHing  the 
remuneration  of  a  particular  olasa.  Cp.  Thornton  on  Labour,  Pt.  iii.  oh.  6. 
See,  however,  Howell,  Capital  and  Labour,  ch.  viii. 
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progress  of  civilization  which  tends  to  make  competition  more 
real  aud  effective,  when  the  circumstances  of  industry  favour  com- 
petition, also  increase  tbe  facilities  and  tendencies  to  combination. 

§  5.  So  far  we  have  considered  combination  as  a  possible^ 
source  of  economic  less  to  the  comtuuuity.  But  in  some  cases 
combined  action  or  abstinence  on  the  part  of  a  whole  class  of 
producers  is  required  to  realise  a  certain  utility,  either  at  all  or 
in  the  most  economical  way — as  (e.g.)  where  land  below  the 
sea-level  has  to  be  protected  against  floods,  or  useful  animala 
and  plants  against  infectious  diseases.  In  a  perfectly  ideal 
community  of  economic  men  all  the  peraons  concerned  would 
doubtless  voluntarily  agree  to  take  the  measures  required  to 
ward  off  such  common  daogers:  but  in  any  community  of 
human  beings  that  we  can  hope  to  see,  the  most  that  we 
can  reasonably  expect  is  that  the  great  majority  of  any  in- 
dustrial class  will  be  adequately  enlightened,  vigiJant,  and 
careful  in  protecting  their  own  interests;  and  where  the  efforts 
aud  sacrifices  of  a  great  majority  are  liable  to  be  rendered 
almost  useless  by  the  neglect  of  one  or  two  individuals,  it  will 
always  be  dangerous  to  trust  to  voluntary  association.  And 
the  ground  for  compulsion  becomes  still  stronger  when  the  very 
fact  of  a  combination  among  the  great  majority  of  any  in- 
dustrial class  to  attain  a  certivin  result  materially  increases  the 
inducement  for  individuals  to  stand  aloof  from  the  combination. 
Take,  for  instance,  the  case  of  certain  fisheries,  where  it  is 
clearly  for  the  general  interest  that  the  fish  should  not  be 
caught  at  certain  times,  or  in  certain  places,  or  mth  ceitain 
instruments;  becaiiac  the  increase  of  actual  supply  obtained  by 
such  captures  is  much  overbalanced  by  the  detriment  it  causes 
to  prospective  supply.  Here, — however  clear  the  common 
interest  might  be — it  would  be  palpably  rash  to  trust  to 
voluntary  association  for  the  observance  of  the  required  rules 
of  abstinence ;  since  the  larger  the  number  that  thus  voluntarily 
abstain,  the  stronger  becomes  the  inducement  offered  to  those 
who  remain  outside  the  association  to  pursue  their  fishing  in 
the  objectionable  times,  places,  and  ways,  so  long  as  they  are 
not  prevented  by  legal  coercion. 

§  6.    I  have  spoken  above  of  the  manner  in  which  indivi- 
duals may,  through  combination,  avowed  or  tacit,  make  their 
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labour  less  useful  in  order  that  more  of  it  may  be  required.  We 
have  now  to  observe  that,  where  there  is  no  such  combination, 
open  competition  may  cause  a  similar  uneconomical  effect,  even 
while  fulfiUtug  its  normal  function  of  equalizing  the  remunera- 
tion of  producers.  For  suppose  that  the  services  of  any  par- 
ticular class  of  labourers  receive  on  the  average  a  dispropor- 
tionately high  remuneration  as  compared  with  those  of  other 
classes ;  there  are  two  ways  in  which  this  e.vcess  can  be  reduced, 
either  (1)  by  lowering  the  price  of  a  given  quantum  of  the 
utilities  produced  by  the  workers  in  question,  or  (2)  by  in- 
creasing the  number  of  persons  competing  to  produce  such 
utilities,  without  augmenting  their  aggregate  produce,  owing 
to  the  increased  dilBculty  that  each  has  in  finding  customers. 
So  far  as  this  latter  result  takes  place,  the  effect  of  competition 
on  production  is  positively  disadvantageous.  In  actual  ex- 
perience this  effect  seems  to  occur  most  conspicuously  in  the 
case  of  services  of  which  the  purchasers  are  somewhat  deficient 
in  commercial  keenness  and  activity ;  so  that  each  producer 
thinks  himself  likely  to  gain  more  on  the  whole  by  keeping  up 
the  price  of  his  services,  rather  than  by  lowering  it  to  attract 
custom.  An  example  of  this  kind  is  furnished  by  retail  trade, 
especially  the  retail  trade  of  the  smaller  shops  to  which  the 
poorer  class  chiefly  resorts ;  since  the  remarkable  success  of 
the  cooperative  stores  of  artisans  implies  a  considerable  waste 
of  shopkeepers'  time  and  labour  under  the  system  previously 
universal.  Still  even  in  a  community  of  thoroughly  intelligent 
and  alert  persons,  the  practical  advantages  of  established  good- 
will or  business  connexion  would  still  remain :  the  economic 
man  would  find  it  his  interest  under  ordinary  circumstances,  for 
saving  of  time  and  trouble,  to  form  and  maintain  fixed  habits  of 
dealing  with  certain  persons.  There  would  always  be  many 
dealers  who  would  bo  trying  to  form,  and  had  as  yet  im- 
perfectly succeeded  in  forming,  such  connexions.  Thus  it 
appears  that  a  considerable  percentage  of  unemployed  or  half- 
employed  labour  is  a  necessary  concomitant  of  that  active 
competition  for  business  by  which  industry  is  self-organised 
under  the  system  of  natural  liberty :  and  the  greater  the 
fluctuations  of  demand  and  supply,  the  greater  is  likely  to  be 
this  percentage  of  waste. 
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A  somewhat  similar  waste,  of  labour  and  capital  employed 
in  nianHfacturos,  Ac,  due  to  the  difficulty  of  adapting  supply   #  -^\ 
to  an    imperfectly    known    and    varying    demand,    has    bceft-      y 
noticed  in  the  last  chapter  but  one  of  the  preceding  book,  in 
discussing  the  phenomenon  of  (so-called)  "  over-production." 

But  again;  the  importance  to  each  individual  of  finding 
purchasers  for  his  commodity  also  leads  to  a  further  waste 
socially  speaking,  in  the  expenditure  incurred  for  the  sole 
purpose  of  attaining  this  result.  A  large  part  of  the  cost  of 
advertisements,  of  agents  and  "  travellers,"  of  attractive  shop- 
fronts,  &c.,  come  under  this  head.  A  similar  waste,  similarly 
incident  to  the  individualistic  organization  of  industry,  is  in- 
volved in  the  initial  expenses  of  forming  joint-stock  companies, 
in  the  case  of  undertakings  too  large  for  ordinary  private 
capitalists— expenses  which  could  not  be  avoided,  even  in  a 
community  of  economic  men,  though  the  skilled  labour  required 
for  launching  such  companies  would  not  be  remunerated  quite 
so  largely  as  it  is  here  and  now. 

In  other  cases  again,  the  mere  process  of  appropriating  and 
selling  a  commodity,  involves  such  a  waste  of  time,  trouble,  and 
expense  as  to  render  it  on  the  whole  a  more  economical  arrange- 
ment for  the  community  to  provide  the  commodity  out  of  public 
funds.  Thus  (e.g.)  it  is  an  advance  in  industrial  civilisation  to 
get  rid  of  tolls  on  roads  and  bridges, 

§  7.  Hitherto  we  have  not  made  any  distinction  between 
the  interests  of  living  men  and  those  of  remote  generations. 
But  if  we  are  examining  the  merits  and  demerits  of  the  purely 
individualistic  or  couapetitive  organization  of  society  from  the 
point  of  view  of  universal  humanity,  it  should  be  observed  that 
it  does  not  necessarily  provide  to  an  adequate  extent  for 
utilities  distant  in  time.  It  was  shown  before  that  an  outlay 
of  capital  that  would  be  useful  to  the  community  may  not  be 
made  because  it  would  be  unremunerative  to  individuals  at  the 
only  rate  at  which  they  could  (owing  to  poverty,  &c.)  borrow 
the  money.  But  we  may  go  further  and  urge  that  an  outlay 
which  would  be  on  the  whole  advantageous,  if  the  interests  of 
future  generations  are  considered'  as   much  as  those  of  the 
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'  There  ia  no  abstract  reason  vrhy  the  interest  of  fntnrc  generationa  should 
b«  less  considered  tbnn  that  of  the  now  existing  human  beioge ;  allowaaoe  being 
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present  may  not  be  profitable  for  any  individual  at  the  current 
rate  at  which  wealth  can  he  couimercially  borrowed 

This  may  be  merely  because  the  return  is  too  distant ; 
since  an  average  man's  interest  in  his  heirs  is  not  sufficient 
to  make  him  buy  a  very  loug  deferred  annuity,  even  if  its  price 
be  calculated  strictly  accurdtug  to  the  market-rate  of  interest. 
But,  speaking  more  generally,  I  do  not  see  how  it  can  be 
argued  from  the  point  of  view  of  the  community  that  the  cur- 
rent interest,  the  current  price  that  individuals  have  to  be  paid 
for  postponing  consumption,  is  the  exact  condition  that  has 
to  be  fulfilled  to  make  such  postponement  desii-able;  though 
of  course  it  is  a  condition  inevitably  exacted  in  a  society  of 
economic  men  organised  on  a  purely  individualistic  basis. 

§  8.  So  far  I  have  left  unquestioned  the  assumption — 
fundamental  in  the  system  of  natural  liberty — that  individuals 
are  the  best  judges  of  the  commodities  that  they  require,  and 
of  the  sources  from  which  they  should  be  obtained,  provided 
that  no  wilful  deception'  is  practised  ;  as  I  have  thought  it 
important  to  make  quite  clear  that,  etieji  if  this  assumption  be 
granted,  what  I  have  called  the  '  scientific  ideal '  of  economists 
— the  political  conditious  of  industry  which  they  assume  in 
abstract  roasuniug  with  a  view  to  the  explanation  of  economic 
phenomena — cannot  legitimately  be  taken  as  the  practical  ideal 
of  the  Art  of  Political  Economy  ;  since  it  is  shown  by  the  same 
kind  of  abstract  reasoning  to  be  liable  to  fail,  in  various  ways 
to  realize  the  most  economical  and  cflfective  organization  of 
industry.  It  may  perhaps  seem  that  these  results  are  of 
merely  speculative  interest;  since  all  but  a  few  fanatics 
admit  that  the  beings  for  whom  complete  laisser  /aire  is 
adapted  are  at  any  rate  not  the  members  of  any  existing 
community.  But  I  venture  to  think  that  the  theoretical 
conclusion  above  reached  has  considerable,  though  indirect, 
practical  importance.  If  it  were  demonstrably  only  from  blind 
adhesion   to    custom    and    habit,    or   from  want   of  adequate 

ntftde  for  the  greater  unoertaioty  that  the  benefits  intended  for  the  former  will 
actually  reach  them  and  actually  b«  boDefits. 

^  The  prevention  of  Buch  deception  is  included  in  the  functions  attributed 
to  GoTemincnt  by  the  extremegt  advooat«B  of  laitter  /aire;  though,  as  we 
shall  see  in  th«^  next  chapter,  it  is  a  disputed  qneation  how  far  GoTemment 
sbonld  be  allowed  to  interfere  even  for  this  preventive  purpose. 
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enlightenment,  that  the  concurrence  of  self-interesta  could 
not  actually  be  relied  upon  to  produce  the  best  aggregate 
result  for  the  community,  at  any  rate  the  direction  of  social 
progress  would  seem  to  be  fixed  and  the  goal  clearly  in  view; 
the  pace  at  which  we  ought  to  try  to  advance  towards  complete 
laisser  faire  would  still  be  open  to  dispute,  but  the  sense  that 
every  diminution  of  governmental  interference  was  a  step  in 
the  right  direction,  would  be  a  strong  inducement  to  take  the 
step,  if  the  immediate  effects  of  taking  it  appeared  to  be  mixed, 
and  the  balance  of  good  and  evil  doubtful ;  while  optimistic 
persons  would  be  continually  urging  society  to  suffer  a  little 
present  loss  for  the  sake  of  the  progress  gained  towards  the 
individualistic  ideal.  But  if,  as  I  have  tried  to  show,  this  is 
not  the  case;  if  on  the  contrary  in  a  community  where  the 
members  generally  were  as  enlightened  and  alert  in  the 
pursuit  of  their  interests  as  we  can  ever  expect  human  beings 
to  become,  it  might  still  be  iu  various  eases  and  on  various 
grounds  desirable  to  supplement  or  correct  the  defects  of 
private  enterprise  by  the  action  of  the  community  in  its 
Collective  capacity. — we  shall  view  in  a  somewhat  different 
light  the  practical  questions  of  the  present  time  as  to  the 
nature  and  limits  of  governmental  interference.  That  is,  in  any 
case  where  the  present  inadequacy  of  laisser  faire  is  admitted 
or  strongly  maintained,  wc  shall  examine  carefully  whether 
its  defects  are  due  to  want  of  general  euligbteument,  or  rather 
to  one  or  other  of  the  causes  discussed  in  this  chapter ;  and  in 
the  latter  case  shall  regard  governmental  interference  as  not 
merely  a  temporary  resource,  but  not  improbably  a  normal 
element  of  the  organization  of  industry. 

It  does  not  of  course  follow  that  wherever  laisser  faire  falls 
short  governmental  interference  is  expedient;  since  the  inevit- 
able drawbacks  and  disadvantages  of  the  latter  may,  in  any 
particular  case,  be  worse  than  the  shortcomings  of  private 
industry.  These  drawbacks  depend  in  part  on  such  politic&l 
considerations  as  lie  beyond  the  scope  of  the  present  discussion, 
and  vary  very  much  with  the  constitution  of  the  government 
in  question,  and  the  state  of  political  morality  in  the  country 
governed.  Of  this  kind  are  (1)  the  danger  of  increasing  the 
power  and  influence  capable  of  being  used  by  government  for 
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kcoiTupt  purposes,  if  we  add  to  the  valuable  appointments  at  its 
disposal ;  (2)  the  danger,  ou  the  other  hand,  that  the  exercise 
of  its  economic  functions  \vill  be  hampered  and  perverted  by 
the  desire  to  gratify  influential  sections  of  the  community — 
certain  manufacturers,  certain  landlords,  certain  classes  of 
manual  labourers,  or  the  inhabitants  of  certain  localities; 
(3)  the  danger,  again,  of  wastefiil  expenditure  under  the  in- 
fluence of  popular  sentiment — since  the  mass  of  a  people,  how- 
'ever  impatient  of  taxation,  are  liable  to  be  insufficiently  con- 
scious of  the  importance  of  thrift  in  all  the  details  of  national 
expenditure.  Then,  further,  there  is  the  danger  of  overburden- 
ing the  governmental  machinery  with  work — -which  can  hardly 
be  altogether  removed,  though  it  may  be  partly  obviated,  by 
careful  organization ;  since  the  central  and  supreme  organ  of 
government  must  exercise  a  certain  supervision  over  all  sub- 
ordinate departments,  and  every  increase  in  the  variety  and 
complexity  of  the  latter  must  make  this  supervision  somewhat 
more  laborious  and  difficult. 

Other  disadvantages,  in  part  economic,  in  part  purely 
political,  attach  to  particular  modes  of  governmental  inter- 
ference. Thus  when  the  action  of  government  requires  funds 
raised  by  taxation,  we  have  to  reckon — besides  the  iinanciat  cost 
of  collection  and  any  loss  to  production  caused  by  particular 
taxes — the  political  danger  of  adding  to  a  burden  already 
impatiently  borne ;  where,  again,  it  requires  the  prohibition 
of  private  industry,  we  must  regard  as  an  item  on  the  wrong 
side  of  the  account  not  only  the  immediate  irksomeness 
of  restraint,  but  the  repression  of  energy  and  self-help  that 
tends  to  follow  from  it;  where,  on  the  other  hand,  the  inter- 
ference takes  the  form  of  regulations  imposetl  on  private 
businesses,  in  addition  to  any  detrimental  effects  on  industrial 
processes  that  may  inevitably  accompany  the  observance  of 
such  regulations  we  may  often  liave  to  calculate  on  a  certain 
amount  of  economic  and  political  evils  due  to  successful  or 
unsuccessful  attempts  to  evade  them. 

And,  lastly,  in  all  cases,  the  work  of  government  has  to 
be  done  by  persona  who — even  with  the  best  arrangements  for 
eflfective  supervision  and  promotion  by  merit — can  have  only  a 
part  of  the  stimulus  to  energetic  industry  that  the  independent 
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worker  feels,  who  may  reasonably  hope  to  gain  by  any  well- 
directed  extra  exertion,  intellectual  or  muscular,  auJ  must  fear 
to  lose  by  any  indolence  or  neglect  The  same,  however,  may 
be  said  of  the  hired  labour  used  by  private  employers,  to  an 
extent  which  tlie  develupment  of  industry  has  hitherto  continu- 
ally tended  to  increase ;  including  even  the  specially  important 
labour  of  management,  in  the  case  of  businesses  conducted  by 
joint-stock  companies.  And,  on  the  other  hand,  government  can 
apply  certain  kinds  of  stimulus  which  private  employers  have 
either  not  at  their  command  at  all,  or  only  in  a  less  degree  ;  it 
can  reward  conspicuous  merit  by  honours  and  distinctions,  and 
offer  to  fa-ithful  service  a  more  complete  security  of  continuous 
employment  and  provision  for  old  age.  Still  the  loss,  in  govern- 
mental service,  of  the  enterprise  and  effort  that  is  stimulated 
and  sustained  by  a  fuller  sense  of  self-dependence,  must  be  set 
down  as  very  serious ;  and,  on  the  whole,  there  seems  no  doubt 
that  even  where  the  defects  of  laisser  /aire  are  palpable  and 
grave,  they  may  still  be  outweighed  by  the  various  disadvan- 
tages incident  to  governmental  management  of  industry. 

But,  oven  so,  it  is  important  to  observe,  first,  that  these  dis- 
advantages arc  largely  such  as  moral  and  political  progress  may 
be  expected  to  diminish ;  so  that  even  where  we  do  not  regard 
the  intervention  of  government  as  at  present  desirable,  we  may 
yet  look  forward  to  it,  and  perhaps  prepare  the  way  for  it.  And, 
secondly,  even  where  we  reject  governmental  interference,  we 
may  yet  recognise  the  expediency  of  supplementing  or  limiting 
in  some  way  or  other  the  results  of  private  enterprise :  we  may 
point  out  a  place  for  philanthropic  effort — as  in  the  case  of 
educational  foundations;  or  for  associations  of  consumers  to 
supply  their  needs  otherwise  than  by  the  competition  of  inde- 
pendent producers — as  in  the  case  of  the  highly  successful 
cooperative  stores  managed  by  artisans. 

§  9.  What  has  been  said  above  would  be  true,  however  fully 
it  is  granted  that  social  progress  is  carrying  us  towards  a  con- 
dition in  which  the  assumption,  that  the  consumer  is  a  better 
judge  than  government  of  the  commodities  that  he  requires  and 
of  the  source  from  which  they  may  be  best  obtained,  will  be 
sufficiently  true  for  all  practical  purposes.  But  it  seems  to  me 
very  doubtful  whether  this  can  be  granted ;  since  in  some  im- 
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portaut  respects  the  tendencies  of  social  development  seem  to  be 
rather  in  an  opposite  direction.  As  the  appliances  of  life  become 
more  elaborate  and  complicated  through  the  progress  of  inven- 
tion, it  is  only  according  to  the  general  law  of  division  of  labour 
to  suppose  that  an  average  man 'a  ability  to  judge  of  the  adapta- 
tion of  means  to  ends,  even  as  regards  the  satisfaction  of  his 
everyday  needs,  is  likely  to  become  continually  less.  No  doubt 
an  ideally  intelligent  person  would  under  these  circiunstances 
be  always  duly  aware  of  his  own  ignorance,  and  wi>uld  take  the 
advice  of  experts.     But  it  seems  not  unlikely  that  the  need  of 

,  such  advice,  and  the  difficidty  of  finding  the  right  advisers,  may 
increa.<ie  more  markedly  thau  the  average  consciousness  of  such 
need  and  iHfficutty,  at  any  rate  where  the  benefits  to  be  obtained 
or  the  evils  to  be  warded  otf  are  somewhat  remote  and  un- 
certain ;  especially  when  we  consider  that  the  self-interest  of 
producers  will  in  many  cases  lead  them  to  offer  commodities 
that  seem  rather  than  are  useful,  if  the  difference  between 
seeming  and  reality  is  likely  to  escape  notice. 

How  far  Government  can  usefully  attempt  to  remedy  these 

I  shortcomings  of  self-help  is  a  question  that  does  not  admit  of  a 
confident  general  answer,  for  the  reasons  discussed  in  the 
preceding  section.  We  may,  however,  notice  certain  kinds  of 
utility — which  are  or  may  be  economically  very  important  to 
individuals — which  Government,  in  a  well-organized  modern 
eouMuunity,  is  peculiarly  adapted  to  provide.  Complete 
security  for  savings  is  one  of  these.  I  do  not  of  course  claim 
that  it  is  an  attribute  of  governments,  always  and  everywhere, 
that  they  are  less  likely  to  go  bankrupt,  or  defraud  their 
creditors,  than  private  individuals  or  companies:  but  merely 
that  this  is  likely  to  be  an  attribute  of  governments  in  the 
ideal  society  that  orthodox  political  economy  contemplates ;  of 
which  we  may  find  evidence  in  the  fact  that  even  now,  though 
loaded  with  war  debts  and  in  danger  of  increasing  the  load,  the 
English  Government  can  borrow  more  cheaply  than  the  most 
prosperous  private  company.  So  again — without  at  present 
entering  dangerously  into  the  burning  question  of  currency — we 
may  at  least  say  that  \i  siahiUiif  in  the  value  of  the  medium  of 
exchange  can  be  attained  at  all,  without  sacrifices  and  risk.s 
outweighing  its  advantages,  it  must  be  by  the  intervention  oi 
s.  p.  E.  27 
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Government :  a  voluiitfiry  (.•onibiiiatiim  jujvvcTful  enough  to  pro- 
duce the  result  is  practically  out  of  the  (|uesliou. 

And  I  have  already  observed  tliab  where  uuiformity  of  action 
or  abstinence  on  the  part  of  a  whole  class  of  producers  is  re- 
quired for  the  most  economical  production  of  a  certain  utility, 
the  intervention  of  Government  is  at  leEvst  likely  to  be  the  most 
effective  way  of  attaining  the  result:  especially  if  the  adoption 
of  the  required  nile  by  a  majority  renders  it  decidedly  the 
immediate  interest  of  individuals  to  break,  tbrough  it. 

To  sum  up :  the  general  presumption  derived  from  abstract 
economic  reasoning  is  not  in  favour  of  leaving  industry  altogether 
to  private  enterprise,  in  any  comnmnity  that  can  usefully  bo 
taken  even  as  an  ideal  for  the  guidance  of  practical  statesman- 
ship ;  but  is  on  the  contrary  iu  favour  of  supplementing  and 
controlling  such  enterprise  iu  various  ways  by  the  collective 
action  of  the  community.  The  general  principles  on  which  the 
nature  and  extent  of  such  collective  action  should  be  determined 
have  been  given  in  the  present  chapter;  but  it  would  hardly  be 
possible  to  work  out  a  system  of  detailed  practical  rules  on  the 
basis  of  these  principles,  by  the  abstract  deductive  method  here 
adopted ;  owing  to  the  extent  to  which  the  construction  of  such 
system  ought  reasonably  to  be  influenced  by  the  particular  social 
and  political  conditions  of  the  country  and  time  for  which  it  is 
framed.  In  passing  therefore  from  abstract  principles  to  their 
concrete  applications — so  far  as  the  limits  of  my  treatise  allow 
me  to  discuss  the  latter — it  seems  best  to  adopt  a  more  empirical 
treatment ;  the  exposition  of  which  will  be  more  conveniently 
reserved  for  another  chapter. 


propose  to  rtiscnsB 
some  of  tho  chief  cases  of  Govemiiiental  intervention  to  benefit 
production  which  forms  a  part  of  the  accepted  policy  and  practice 
of  civilized  communities  at  the  present  day:  in  order  to  examiue 
the  general  priuciplea  on  which  they  are  or  may  be  maintained, 
and  to  point  out  how  they  illustrate  the  genera!  exceptions  to 
the  sufticiency  of  Natural  Liberty  which  we  have  just  been 
consideriug  from  an  abstract  point  of  view. 

But  before  proceeding  to  this  examination,  it  seems  desirable 
to  distinguish  as  clearly  as  we  can  between  the  strictly  economic 
intervention  of  Government  and  those  cases  of  governmental 
interference  with  industry  in  which  the  better  production — or 
even  better  distribution — of  pnrchaseable  commodities  ia  not 
the  primary  aim;  and  in  which,  thereforCj  economic  consider- 
ations cannot  be  put  forward  as  decisive,  though  they  must 
always  be  allowetl  some  weight.  The  investigation  of  this  latter 
class  of  interventions  belongs  ratlier  to  the  wider  Art  of  Politics 
than  to  the  special  Art  of  Poiiticsil  Economy.  It  is,  of  course, 
fundamentally  important,  for  the  economic  prosperity  of  the 
community  governed,  that  Government  should  perform  efficiently 
ita  main  and  universally  admitted  function  of  protecting  private 
persons  and  their  property  from  injury  and  securing  the  fulfil- 
ment of  contracts:  but  the  particulars  and  limits  of  this  indis- 
pensable work  have  to  be  considered  in  relation  not  simply  to 
wealth  but  to  social  well-being  generally.  At  the  same  time, 
since — as  we  shall  see — it  is  difficult  to  draw  the  line  between 
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these  two  classes  of  governmental  interventiuu,  and  siuce  even 
where  the  primary  aim  of  the  iutervention  carries  us  beyoiul 
the  range  of  Political  Economy,  economic  considerations  arc 
often  important,  I  propose  in  the  present  chapter  to  examine 
briefly  the  chief  economic  questions  that  arise  in  considering  the 
necessary  action  of  Government  in  relation  to  private  industry. 
I  will  begin  by  giving  a  completer  statement  of  what  may 
be  called  the  '  individualistic  niiinimum'  of  governmental  inter- 
ference; which — as  I  briefly  noticed  in  the  preoediug  chapter 
— is  generally  taken  for  granted  even  by  thorough-going 
advocates  of  the  s^-stem  of  Natural  Liberty.  We  find  that, 
even  in  the  view  of  individualists,  Cloveniment  has  the  following 
fundamental  duties : — 

1.  To  protect  the  interests  of  the  community  generally, 
and  individual  citizens  so  far  as  may  be  necessary,  from  the 
attacks  of  foreign  states. 

2.  To  guard  individual  citizens  from  physical  injury,  con- 
straint, insult,  or  damage  to  reputation,  caused  by  the  inten- 
tional or  culpable  careless  action  of  other  individuals. 

3.  To  guard  their  property  from  detriment  similarly  cans o<l; 
which  involves  the  function  of  determining  doubtful  points  as 
to  the  eMent  and  conte7it  of  the  Right  of  Property  and  the 
modes  of  legally  acquiring  it. 

4.  To  prevent  deception  leading  to  detriment  of  person  or 
property. 

5.  To  enforce  contracts  made  by  adults  in  full  possession 
of  their  reasoning  faculties,  and  not  obtained  by  coercion  or 
misrepresentation,  nor  injurious  to  other  persons. 

6.  To  protect  in  a  special  degree  persons  unfit,  throngh  age 
or  mental  disorder,  to  take  care  of  tlieir  own  interests.  Of  this 
kind  of  protection  the  most  important  case  is  that  of  children  ; 
and  here  it  should  be  observed  that  the  protection  uiay  be 
exercised  either  directly,  or  indirectly  through  regulation  of  the 
relations  of  the  sexes,  so  far  as  this  may  be  required  in  order  to 
make  generally  adequate  provision  for  the  care  and  nurture  of 
children. 

To  these  may  be  adiled  the  duty  of  providing  for  its  own 
support  and  its  own  defence  against  internal  as  well  as  external 
foes.     The  enquiry  into  the  beat  mode  of  making  this  provision, 
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by  taxation  or  otherwise,  has  always  beeu  regarded  as  an 
important  branch  of  tlie  economist's  study ; — indeed  it  con- 
stitutes a  chief  part  of  the  art  of  Political  Economy  in  the  view 
of  most  economists  since  Adam  Smith ;  and  I  accordingly 
propose  to  deal  with  it  in  a  separate  chapter'. 

§  2.  In  considering  the  economic  aspect  of  t!io  action  of 
Government,  under  the  other  heads  above  mentioned,  it  is 
important  to  note  that  its  interference  may  be  exerted  in 
various  modes,  and  various  degrees  of  intensity.  Besides  (1) 
interference  by  direct  prohibition  or  command — which  may,  of 
course,  vary  indefinitely  in  gravity — the  Government  may  (2) 
indirectly  prevent  or  discourage  certain  kinds  of  contract  by 
refusing  to  enforce  them  ;  or  (3)  it  may  give  to  the  obligations 
involve<I  in  certain  common  kinds  of  agreements  such  as  Sale 
and  Purchase,  Letting  and  Hiring,  &c,,  a  precise  definition, 
interpretation,  or  presumption,  which  will  be  hehl  to  be  valid 
in  all  cases  where  there  is  no  special  contract  to  the  contrary; 
or  again  (4)  certain  kinds  of  business  may  be  undertaken  l>y 
the  State,  though  at  the  same  time  it  may  remain  open  to 
private  individuals  or  joint-stock  companies  to  enter  into  com- 
jietition  with  the  governmental  agency  if  they  choose.  In  this 
latter  ease  the  only  element  of  compulsion  consists  in  the 
coercive  levying  (by  taxation)  of  funds  required  for  carrying  on 
the  business  in  fjuestioo  :  and  where  the  bu.siness  can  be  mado 
to  pay  its  own  expenses,  even  this  element  of  coercion  vanishes. 
Which  (if  any)  of  these  different  modes  of  interference  should 
be  adopted  in  any  particular  case  is  a  question  which  cannot  be 
entirely  decided  by  economic  considerations;  since  even  where 
the  more  intense  interference  by  direct  prohibition  or  command 
is  both  cheaper  and  more  effective,  a  statesman  may  rea.sonabIy 
decline  to  employ  it  from  fear  of  the  displeasure  and  discontent 
which  it  is  likely  to  cause ;  while,  again,  the  probable  amount 
of  displeasure  and  discontent  varies  greatly  with  the  actual 
state  of  custom  and  opinion  in  any  particular  community.  But 
it  should  be  observed  that  the  intensity  of  different  kinds  of 
interference  will  be  very  differently  estimated,  according  as  we 

>  Chap.  vni.  It  ithonld  be  ob»etA'ed,  lioveycr,  that  fiscal  cont-ideratiuns 
iiecPN»arily  enter  into  the  dJHCU88ion  of  cvrtnin  kinds  of  RoveininvntAl  inter- 
fficiic-e,  ilfHignwl  mainly  for  other  purpose.*. 
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take  a  political  or  an  economic  point  of  view.  Thus,  politically 
speaking,  interference  is  at  its  minimum,  when  Government, 
without  anj  legal  prohibition  or  restriction  of  private  industry, 
merely  prevents  its  development  in  a  certain  direction,  by 
taking  some  new  kind  of  business — such  as  the  construction  and 
management  of  railways — entirely  into  its  own  hands.  But, 
economically  considered,  this  interference  is  greater  than  when 
Government  places  private  businesses  under  legal  control  and 
regulation  ;  since  in  the  latter  case  some  of  the  efi'ects — good  or 
bad — of  private  enterprise  are  retained,  whereas  by  the  former 
method  tliey  are  altogether  exclndeil. 

§  3.  Let  us  now  consider  separately  each  of  the  indis- 
pensable functions  above  enumerated.  Under  the  first  head,  of 
Defence  against  Foreign  enemies,  the  most  important  economic 
(juestions'  relate  chiefly  to  the  beat  way  of  securiug  an  adequate 
supply  of  the  personal  services,  materials,  or  instruments  required 
for  war;  and  will  therefore  be  more  fitly  discussed  later,  when  we 
come  to  treat  of  the  theory  of  the  provision  for  naliunal  wants. 
Here  I  would  only  jwint  out  that  the  needs  of  war  may  furnish 
decisive  considerations  in  favour  of  measures  which  would  other- 
wise be  inexpedient — although  they  are  not  unlikely  to  be 
advocated  on  other  than  military  grounds.  Thus  a  govern- 
ment may  reasonably  undertake  for  military  reasons  the  con- 
struction of  railways  commercially  unremunerative ;  or  may 
control  the  arrangement  of  a  system  of  railways  which  it 
would  otherwise  leave  to  unrestricted  private  enterprise.  Again, 
similar  reasons  have  often  been  urged  for  the  protection  of 
native  industry  in  certain  departments ;  and  certainly,  where 
there  is  a  reasonable  probability  that  a  government  would  find 
serious  difficulty  in  obtaiiiing^,  should  it  be  involved  in  war,  any 
part  of  the  supply  of  men  or  tilings  required  for  the  efficient 
conduct  of  the  war,  it  is  obvious  that  some  kind  of  provision 
should  be  made  in  time  of  peace  for  meeting  this  difficulty: 
and  we  cannot  say  a  priori  how  far  it  will  in  any  particular 
case  be  better  to  meet  it  directly,  by  a  more  extensive  and 
costly  organization  of  the  army  or  navy,  or  indirectly  by  the 
encoxiragemeut  of  certaiu  branches  of  private  industry.     Thus, 

'  I  p*M  over  the  abDormal  and  violent  diKtiirliaTicca  of  production  and 
excLftDge  which  actunl  war  rosy  render  needful  or  expedient. 
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for  instance,  it  may  be  questioned  whetlier  Adam  Smith  was 
right  in  commending  the  English  Navigation  Liiws  of  his 
time  which  "endeavoured  to  give  the  sailors  anil  shipping 
of  Great  Britain  the  monopoly  of  the  trade  of  their  own 
country;"  but  the  question  cannot  be  answered  without  a 
careful  investigation  of  dctaiU.  The  restrictiou-s  thus  imposed 
on  trade  muat  of  course  have  increased  the  cost  of  foreign 
commodities  to  the  English  consumers ;  but  they  may  neverthe- 
less liave  been  the  least  burdensome  mode  of  securing  a  due 
supply  of  sailors  and  shipping  for  our  maritime  wars.  On 
similar  ground-s  we  cannot  say  positively  that  it  can  never 
be  expedient  for  a  country  situated  aa  Engluud  is  to  secure 
itself  by  protection  to  native  agriculture  against  tlie  danger  of 
having  its  necessary  supply  of  food  cut  off  by  a  maritime 
blockade. 

§  4-,  It  is,  however,  of  more  general  importance  to  consider 
the  various  kinds  of  the  interference  with  industry  which  may 
be  necessary  or  expedient  for  the  due  protection  of  the  life, 
healtli,  physical  comfort,  freedom  and  reputation  of  individuals 
from  harm  iuflicted,  intentionally  or  otherwise,  by  private 
persons.  In  considering  the  proper  limits  of  this  interference, 
we  find  much  controversy  on  the  ipiestion  how  far  Government 
may  legitimately  go  in  preventing  acts  that  are  not  directly  or 
necessarily  harmful,  on  the  grounil  that  they  are  likely  in  some 
indirect  way  to  have  harniiul  cuusequeiiees  to  other  jiersona 
besides  the  i^ent.  It  would  be  out  of  place  here  to  enter  fully 
iuto  this  controversy;  but  I  ma}'  perhaps  say  that  the  question 
appears  to  me  to  be  one  of  <legree  :  and  that  I  do  not  see  liow 
the  answer  to  it  in  concrete  cases  can  reasonably  be  decided  by 
any  broad  genera!  formula',  In  some  cases  the  burden  is  bo 
tritling  that  no  one  would  hesitate  to  impose  it,  if  e.vperience 
shows  it  to  be  at  all  ctiScacious  for  the  attainment  of  either  of 
the  ends  above  distinguished.     Of  this  kind  are  the  regulations 


'  For  ioatiLDce,  I  do  not  aee  on  what  grounds  it  can  be  maintained  that  "it 
"ig  not  a  mereljr  couslructive  or  presuiuptive  injury  to  others  which  will  justify 
"the  interfert'iice  of  the  law  with  individual  freedom"  (Mill,  On  Lilirrtij,  o.  4). 
It  apixurti  to  me  tliat,  on  utilitarian  principles,  all  we  can  suy  is  that  thu 
lireaumptioD  must  be  i>tiotig  euou^h  tu  outwbigh  the  direct  aJid  indirect  niii>chiL-f 
of  coercion. 
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tbat  printers'  and  publishers'  names  should  be  affixed  to  pub- 
lished documents,  in  order  to  secure  puuishinent  or  redress  in 
case  of  libels;  that  poisons  when  sold  should  be  manifestly 
designated  as  such  ;  that  vehicles  should  carry  a  light  at  right, 
&c.  So  far  as  more  serious  interference  with  the  production  or 
sale  of  certain  commodities  is  exerted,  in  order  to  protect  from 
disease  and  other  physical  damage  rither  the  producers  or 
purchasers  of  such  commodities,  or  other  members  of  the  com- 
munity, such  interference  is,  no  doubt,  liable  to  be  attended 
by  economic  drawbacks,  which  have  to  be  carefully  weighed 
against  the  evils  which  experience  shows  it  to  be  capable  of 
preventing.  But  the  final  decision  as  to  its  expediency  does 
not  fall  within  the  sphere  of  Political  Economy  and  cannot  be 
arrived  at  by  strictly  econoniie  methods ;  since  life  and  health 
are  goods  wliich  it  is  not  possible  to  estimate  at  a  definite* 
pecuniary  value. 

The  question  as  to  the  expediency  of  governmental  inter- 
ference which  we  may  call  'indirectly  individualistic'^. e. 
designed  for  the  protection  of  individuals  other  than  those 
whose  freedom  of  action  is  thereby  diminished — tends  in 
practice  to  be  mixed  with  a  question  which,  from  an  abstract 
point  of  view,  is  fundamentally  distinct;  viz.  how  far  (if  at  all) 
Ooveroment  ought  to  interfere  '  paternally '  to  prevent  injury 
to  the  life  or  health  of  an  individual  caused  either  by  himself  or 
with  his  own  consent.  In  the  chief  cases  where  a  man  harms 
himself  so  seriously  as  to  suggest  a  need  of  governmental 
interference,  his  conduct  has  also  an  important  tendency  to 
harm  otliers :  hence  it  is  often  difficult  to  .say  whether  it  is  the 
former  or  the  latter  kind  of  harm  that  a  given  piece  of  legisla- 
tion is  designed  to  prevent.  Thus  the  various  prescnptions  and 
prohibitions  included  in  our  own  recent  sanitary  legislation  are 
frequently  criticized  as  'paternal':  but  it  may  be  fairly  said 
that  in  such  ca-ses  coercion  ia  applied  to  individuals  not  primarily 
in  their  own  interest,  but  in  that  of  others  who  might  suffer  if 
their  houses  became  a  focus  of  disease.     So  again,  few  indi- 


1  I  8ay  "definite"  becanse  all  reaRonable  persona  'woald  admit  that  at  a 
certain  point  tLo  machinery  for  Biiving  even  life  and  lioaltb  may  bcoomo  too 
costly;  and  tlierefore  the  practical  necessity  of  balancing  these  goods  in  some 
way  against  wealth  cannot  1>e  evaded. 
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vidualists  would  deny  that  the  tendency  of  drunkenness  to 
cause  breaches  of  the  peace  \»  a  legitimate  ground  for  *w/»e 
interference  with  the  trade  of  selling  alcohol :  and  the  most 
thoroughgoing  abolitionist  urges  his  restriction  more  as  in- 
directly individualistic  than  as  paternal — i.e.  more  on  the 
ground  of  the  proved  tendency  of  alcoholic  excess  to  make 
a  man  beat  his  wife  and  starve  his  children,  than  on  the  ground 
of  its  tendency  to  injure  the  drunkard  him.se]f. 

So  far  as  any  such  legislation  is  avowedly  '  paternal '  it  is 
clearly  opposed  to  the  fundamental  assumption — on  which  (as 
we  have  seen)  the  economic  ride  of  lawser  /aire  [jartly  rests — 
that  every  man  is  the  best  judge  of  what  contributes  to  his  own 
happiness;  since  on  this  principle  each  individual  ought  to  set 
his  own  value  on  life  and  health,  and  to  choose  freely  the  means 
of  maintaining  them,  just  as  much  as  in  the  case  of  other 
utilities.  I  have,  however,  alreafly  indicated  that  I  do  not 
accept  this  principle  as  universally  valid :  I  only  accept  it 
as  furnishing  (as  Cairues  says)  a  handy  though  rough  rule 
of  practical  statesmanship,  in  accordance  with  ordinary  ex- 
perience of  human  nature,  from  which  we  ought  only  to 
deviate  in  special  cases  when  there  are  strong  empirical  grountls 
for  concluding  that  our  general  assumption  is  not  Imrue  out 
by  facts.  And  this  view  is  in  harmony  with  the  practice  of  all 
civilized  governments.  Thus  (e.g.)  our  own  government  does 
not  trust  its  subjects  to  find  out  for  them.selves  and  avoid 
unhealthy  food  or  improperly  qualified  physicians,  surgeons,  and 
apothecaries:  or  to  refrain  from  buying  disensed  meat:  or  to 
refuse  to  take  part  in  industrial  processes  which  are  exposed  to 
special  dangers — as  (e.g.)  mining  and  navigation — unless  due 
precautions  are  taken  against  these  dangers.  It  finds  tliut  even 
the  self-helpful  Englishman  cannot  be  trusted  to  take  adequate 
care  of  himself  in  these  matters  :  hence  it  endeavours  in  various 
ways  to  obviate  the  mi.scliief  liable  to  result  from  this  want  of 
care.  Rarely,  indeed,  docs  it  attempt  by  direct  prohibition  to 
prevent  an  individual  from  doing  what  is  likely  to  injure 
himself  alone ;  but  it  prescribes  conditions  under  which  certain 
dangerous  industries  are  to  be  carried  on,  and  does  not  permit 
them  to  be  violated,  even  with  the  full  consent  of  the  persons 
whin  would  he  endangered  ;    it.  directly  prohibits  pereons  not 
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qualified  in  a  manncrwhich  it  prescribes  from  exercising  certain 
trades — such  as  that  of  apotht'caiy,  and  tliat  of  pilot ;  in  other 
cases  it  indirectly  hinders  the  employment  of  practitioners  not 
properly  qualified  b}'  refusing  to  enforce  payment  of  fees  for 
their  services. 

To  meet  the  special  arguments  fur  these  and  similar  measures 
by  a  simple  reference  to  the  general  considerations  iu  favour  of 
leaving  sane  adults  to  manage  their  own  affairs  appears  to  uie 
clearly  irrational  aud  miscieiitific.  But  to  discuss  the  proper 
limits  of  this  'paternal'  interference — as  I  have  said  oi  the 
'indirectly  individufdistic'  ititerfereuce  with  which  it  is  practi- 
cally mixed  up — wouUl  clearly  carry  us  beyond  the  province  of 
the  present  treatise :  since  a!!  would  agree  that,  in  dttermining 
these  limits,  considerations  of  wealth  cannot  be  taken  as  decisive. 
If  we  regarded  a  man  merely  as  a  means  of  producing  wealth, 
it  might  clearly  'pay'  to  allow  needle-griuders  to  work  them- 
selves to  death  in  a  dozen  years — as  they  used  to  be  willing  to 
do  iu  order  to  corn  higher  wages.  But  a  civilized  community 
cannot  take  this  view  of  its  members  ;  the  question  whether 
men  are  to  be  allowed  thus  to  shorten  their  lives  for  a 
few  extra  shillings  a  week  has  clearly  to  be  decided  on  other 
than  merely  economic  grounds.  At  the  same  time,  it  is  the 
business  of  the  economist  to  estimate  the  expense,  trouble  and 
loss  of  utility  that  interference  of  this  kind  tends  to  cause  ;  and 
if  he  finds  it  in  any  case  exce^ssively  costly,  or  likely  to  be 
frustrated  by  a  tenacious  and  evasive  pursuit  of  private  interest 
on  the  part  of  the  pensmis  interfered  with,  he  must  direct 
attention  to  these  drawbacks. 

And  the  same  may  be  said  of  the  interference  of  Govern- 
ment for  the  protection  of  children  ; — whether  directly,  as  by 
limiting  the  amount  of  labour  that  may  be  enacted  from  ihera, 
and  securiug  to  them  a  certain  amount  of  education;  or  iu- 
irectly,  by  placing  restrictions  rm  the  labour  of  married  women 

women  who  have  borne  children)  so  far  as  these  appear 
necessary  in  order  to  secure  the  proper  performance  of  their 
maternal  functions.  As  the  system  of  Natural  Liberty  is,  even 
l)y  its  most  vehement  advocates,  regarded  as  only  applicable  to 
adults,  it  is  not  in  any  way  opposed  to  the  principle  of  such 
regulations;  and  though  (I)  the  inuncdiate  ccunimiic  loss  caused 
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by  such  restrictions,  and  (2)  the  ultimate  economic  gain  to  the 
community  from  the  improved  health  and  training  of  its  chil- 
dren, are  important  considerations  in  determining  the  nature 
and  extent  of  this  kind  of  interference,  they  are  not  by  them- 
selves decisive.  It  is  often  said  that  parents  are  the  best 
guardiaos  of  their  children's  interests:  but  this,  at  any  rate, 
is  quite  a  different  proposition  from  that  on  which  the  general 
ccononiic  argument  for  industrial  non-interferenco  is  based, — 
viz.  that  every  sane  adult  is  the  best  guardian  of  his  own 
interests:  and  the  limitations  withia  which  experience  will 
lead  us  to  restrict  the  practical  application  of  the  two  principles 
respectively  are  not  likely  to  coincide. 

§  5.  In  close  analogy  to  the  regulations  above  noticed  that 
indirectly  protect  the  person,  stands  another  class  of  govem- 
Tuental  interferences  which  have  for  their  object  the  indirect  pre- 
vention of  theft.  Of  this  kind  are  the  regulations  that  hamper 
the  easy  disposition  of  stolen  goods  ;  such  as  the  English  law 
that  a  dealer  in  old  metal  may  not  at  one  time  buy  less  than 
certain  minimum  (ptautilies  of  lead,  copper,  tin,  &c. ;  and  souie 
of  tha  restrictions  imposed  on  pawnbrokers.  With  these,  again, 
wo  may  class  regulations  that  aim  at  the  indirect  jirevcution  of 
fraud  iu  exchanges;  such  as  the  prescription  of  standard  weights 
and  measures,  and  the  more  recent  prohibition  of 'truck'  (that 
is,  of  the  payment  of  wages  otherwise  than  in  money), — so  far 
as  this  is  designed  to  secure  to  labourers  the  amount  of  real 
wages  that  is  by  contract  fairly  due  to  thenj.  If  we  could 
extend  the  notion  of  '  fraud  '  to  include  all  ca.>ios  in  which  one 
of  the  parties  to  an  agreement  'imposes'  upon  the  ignorance 
of  the  other,  several  other  important  interferences  with  industry 
miglit  be  brought  under  this  head  ;  such  as  the  chief  regulations 
enforced  on  joint-stock  companies — whether  framed  to  protect 
the  interests  of  the  individual  members  of  such  companies 
against  their  <lirectors,  or  to  protect  other  pei-sona  who  may 
deal  with  them — the  taxing  of  solicitors'  bills,  and  some  of  the 
legulations  of  the  business  of  carrying  emigrants. 

It  is  to  be  observed,  however,  that  the  element  of  active 
misrepresentation  is  not  necessarily  present  in  all  cases  of 
what  is  commonly  called  '  imposition.'  In  fact,  the  notion 
of  'imposition'  affords  us  a  transition,  by  which  we  gradually 
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pass  from  exchanges  in  which  positive  deception  is  practised  to 
exchanges  which  are  merely  held  to  be  inequitable  through 
the  ignorance  on  one  side  of  the  quality  of  the  article  ex- 
changedj  even  though  there  may  be  no  active  misrepresentation 
on  the  other  side,  and  no  general  understanding  that  the 
other  party  will  furnish  the  knowledge  that  is  wanting.  Now, 
in  ordinary  buying  and  selling,  a  purchaser  ia  expected  to 
protect  himself  against  loss  incurred  under  these  latter  con- 
ditions; and  though  experience  luny  show  th:\t  the  inter- 
vention of  Government  to  2>rotect  him  is  in  certain  cases 
urgently  required,  it  must  be  allowed  tljat  such  intervention  is 
hardly  consistent  with  the  fundamental  assumption  of  the 
system  of  natural  liberty,  that  the  sane  adult  individual  is 
likely  to  be  a  better  judge  of  his  own  interests  than  his  govern- 
ment b.  At  any  rate  we  may  say  that  at  this  point  we 
approach  the  ratlier  delicate  theoretical  line  tliat  separates 
governmental  action  for  the  inaintenaiice  of  real  freedom  of 
contract — which  is  held  to  be  impaired  by  successful  fraud — 
from  action  that  invades  this  freedom.  Vaiious  regulations 
tending  to  prevent  contracts  from  being  made  under  misappre- 
hension as  to  material  circumstances  may  be  regarded  as  lying 
on  this  debatable  margin  :  such  as  the  rules  of  law  obliging 
vendors  with  special  opportunities  of  knowledge — e.g.  vendors 
of  land  and  promoters  of  joint-stock  companies — to  disclose  any 
material  circumstances  afTectitig  the  value  of  what  they  offer 
for  sale  :  or  again,  the  compulsory  registration  of  contracts  like 
mortgages  or  bills  of  sale,  which  are  liable  to  render  the  real 
financial  position  of  one  of  the  parties  to  the  contract  so  mate- 
rially different  from  his  apparent  position  that  third  persons 
dealing  with  him  are  in  danger  of  being  seriously  misled. 

A  somewhat  similar  margin  presents  itself  when  we  try  to 
define  the  other  main  condition  required  for  the  validity  of  con- 
tracts according  to  the  principles  of  natural  liberty:  viz.  that 
they  should  not  have  been  procured  by  coercion — provided  we 
extend  the  notion  of  coercion  to  include  not  merely  physical 
injury  or  constraint,  but  also  the  mora!  pressure  which  is  some- 
times called  'undue  influence','     It  is,  of  course,  in  accordance 

'  The  term  'undne  influpnoe'  is  also  uied  to  denote  Kome  kinds  of  what  I 
have  previously  willed  'impowtion,' 
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with  llie  strictest  limitation  of  the  sphere  of  Government  that  it 
should  prohibit  and  invalidate  agreements  procured  by  the 
infliction  or  threat  of  any  illegal  harm;  and  further,  if  in  any 
case  one  party  to  a  contract  is  able  to  cause  pain  or  alarm  of 
ft  kind  which  the  law  docs  not  generally  attempt  to  prevent, 
but  which  is  not  likely  to  be  inflicted  or  threatened  except  as 
an  inducement  to  make  the  contract,  a  special  interference  to 
prevent  such  undue  pressure  nmy  fairly  be  regarded  as  a  mere 
defence  of  freedom.  Thus  the  special  protcetiou  given  by 
our  law  to  merchant  seamen,  by  the  invalidation  of  contracts 
alienating  poi't  of  their  claims  to  wages,  may  be  justified  by 
the  special  opportunities  of  undue  influence  which  the  needful 
discipline  of  a  ship  gives  to  its  master.  So,  again,  the  restric- 
tions placed  on  the  labour  of  women  generally,  in  the  English 
factory  legislation,  are  commonly  and  plau.sibly  defended  on  the 
ground  that  women,  owing  to  their  normal  domestic  depen- 
dence, require  to  be  protected  against  the  undue  influence 
of  the  men  with  whom  they  live.  When,  however,  the  law 
interferes  to  prevent  a  contract  in  which  A  merely  '  takes 
advantage  of  the  distres-s '  of  B,  without  being  in  any  way 
responsible  for  it — or,  otherwise,  when  the  pressure  which  A 
puts  on  B  is  merely  the  threat  of  not  rendering  some  service 
which  he  is  in  no  way  bound  to  render  independently  of  the 
contract — it  seems  plain  that  such  interference  must  be  viewed 
not  as  a  protection  of  freedom  of  contract,  but  as  a  limitation 
of  it  in  the  interests  of  disadvantageously  placed  members  of 
the  community. 

I  have  spoken  of  the  enforcement  of  contracts  as  a  kind 
of  protection  to  freedom  :  and  there  ciin  be  no  doubt  that 
a  refusal  to  enforce  such  contracts  is  an  interference  with  the 
spontaneous  organization  of  industry  which  the  system  of 
natural  liberty  contemplates  ;  in  which  enforcement  of  con- 
tract is  the  one  elementary  process  by  the  repetition  and 
complication  of  which  the  whole  fabric  is  bound  together. 
At  the  same  time  there  is  certainly  something  paradoxical  in 
caliing  the  refusal  of  Government  to  enforce  certain  contracts,  an 
'interference'  with  the  freedom  of  the  individuals  left  alone: 
and  it  is  probably  for  this  reason  that  the  very  important 
restrictions,  by  which  the  enfurcement  of  contract  has  actually 
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been  limited,  have  uot  coniirionly  been  tieateil  as  violations  of 
laisser  /aire.  Thus  in  England  hardly  any  engagement  to 
render  peraonal  services  gives  the  promisee  a  legal  claim  to 
more  than  pecuniary  damages  ; — to  put  it  otherwise,  almost  all 
such  contracts,  if  unfulfilled,  turn  into  mete  debts  of  money  so 
far  as  their  legal  force  gues.  And  it  sIkjuKI  be  added  that  even 
the  payment  of  debts  is  to  a  very  large  extent  nut  exacted,  even 
from  persons  who  are  now  perfectly  able  to  pay  them ;  provided 
that  at  some  previous  time  such  persons  have  proved  their 
inability  to  pay,  given  up  their  property  for  division  among 
their  creditors,  and  thus  obtained  as  bankrupts  protection 
against  any  future  exaction  of  past  debts.  This  very  important 
limitation  of  the  effects  of  contract  is,  I  conceive,  mainly  to 
be  justified  as  tending  to  promote  the  interests  of  production; 
being  designed  t/O  restore  to  the  bniiknipt  the  stimulus  to 
useful  industry  which  an  indefinite  prolungation  of  his  pecuniary 
liabilities  would  take  away  from  all  but  the  most  energetic 
minds.  It  is  thought  that  this  can  be  done  without  any 
material  sacrifice  of  the  interests  of  creditors;  since  the  latter, 
even  if  their  claims  were  kept  legally  valid,  would  still  have  no 
effective  means  of  compelling  the  defaulting  debtor  to  earn  the 
money  retjuired  to  satisfy  them.  It  may  be  observed,  however, 
that  the  same  line  of  reasoning  that  thus  justifies  the  general 
principle  of  a  bankruptcy  law  also  shows  us  that  this  kind  of 
interference  may  easily  be  carried  ton  far  for  the  real  interests 
of  industry.  For — even  assuming  that  the  details  of  such  a  law 
can  be  contrived  and  administered  so  as  to  prevent  waste  of  the 
bankrupt's  estate,  secure  its  equal  division  among  the  creditors, 
and  adequately  punish  not  only  common  dislionesty  on  the 
banknipt's  part,  but  also  such  reckless  and  improper  dealing 
with  his  borrowed  resources  a.s  substantially  amounts  t-o  dis- 
honesty,— ^the  danger  still  remains  that  the  prospect  of  relief 
through  baukniptcy  may  tempt  men  to  run  risks  with  burrowed 
property  which  they  would  not  think  it  expedient  to  run  with 
their  own;  and  which,  therefore,  it  is  the  interest  of  the 
community  to  prevent,  although  such  dealing  may  not  admit  of 
being  proved  to  be  criminally  reckless.  And  further,  granting 
that  a  banknipt  should  be  exempt  from  legal  obligation  to  pay 
his  creditors  in   fid!,  it  still  seems  right  that  society  should 
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emphatically  recognise  tlie  superior  morality  of  the  bankrupt 
who  does  exert  liimself  to  repair  the  losses  he  has  caused.  To 
attain  this  end,  and  at  the  same  time  reduce  the  danger  hefore- 
raentioned,  it  seems  desirable  to  impose  on  the  bankrupt  certain 
disabilities  which  woidd  not  serioualy  interfere  witli  his  earning 
an  honest  livelihood,  while  yet  they  would  e.xpress  the  coldness 
that  society  should  feel  towards  a  man  who  has  failed  to  satisfy 
just  claims — coldness  rising  to  disapproval  if  he  makes  no  effort 
to  satisfy  them.  Thus  a  bankrupt — so  long  ns  his  debts  remain 
unpaid — should,  I  think,  be  placed  on  a  level  with  a  pauper  in 
respect  of  all  political  rights;  ami  the  protection  from  his 
creditors  afforded  him  by  bankruptcy  should  be  made  con- 
ditional on  his  name  being  kept  in  a  register  open  to  the 
inspection  of  all  persons  in  the  place  in  which  he  trades.  This 
latter  provision,  indeed,  seems  e.xpeJieut  on  a  different  grouml, 
of  which  we  have  before  taken  note;  viz.  for  the  due  infor- 
mation of  all  persons  who  may  hereafter  have  dealings  with  the 
bankrupt. 

I  have  distinguished  as  a  special  mode  of  governmental  iu- 
torforeuce  that  which  operates  by  giving  a  definite  interpretation 
to  customary  engagements.  Here  again  a  line  requires  to  bo 
carefully  drawn  between  an  impartial  efiort  to  ascertain  and 
define  the  probable  meaning  of  the  contracting  parties, — which 
b  obviously  an  indi.spensable  function  of  the  judicature  in  case 
of  disputes — and  au  attempt  to  modify  what  is  held  to  be  a  bail 
custom;  especially  since  in  the  development  of  our  own  "judge- 
"  mode  "  law,  the  latter  attempt  has  often  been  made  in  the 
guise  of  the  former.  Such  interference  by  mere  inteqiretation, 
which  will  only  be  operative  if  the  person.s  affected  do  not  bar 
it  by  express  contract,  is  obviously  of  the  very  lowest  degree  of 
intensity,  politically  speaking,  and  hardly  amounts  to  a  sensible 
restriction  on  liberty ;  and  it  cannot  be  effective  if  the  persons 
concerned  are  decidedly  averse  to  the  change  sought  to  be  in- 
troduced;  but  where  there  is  no  such  aversion  it  may  some- 
times have  important  economic  effects  by  overcoming  the 
"friction"  of  mere  carelessness  and  ignorance,  or  by  forcing  the 
tacit  combination  of  persons  who  gain  by  the  old  bad  custom  to 
become  open  and  aggressive,  anil  so  pointing  it  out  for  success- 
ful resistanfp. 
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This  interpretative  or  quasi-interpretative  intervention  of 
law  has  been  largely  extended  to  the  implied  contracts  or  un- 
derstandings involved  in  different  economic  relations.  Thus  the 
Law  of  Partnership  and  the  Law  of  Agency  largely  consist  of 
definitions  or  interpretations  of  this  kind,  designed  to  prevent 
the  disappointment  of  normal  expectations.  So  far  as  such 
legal  definition  of  rights  and  obligations  merely  imposes  on  the 
persons  concerned  the  necessity  of  making  express  contracts  and 
announcements,  if  they  wish  to  avoid  the  obligations  that  the 
law  defines  as  normal,  it  does  not  materially  restrict  natural 
liberty ;  it  is  only  where  this  avoidance  is  not  allowed,  that 
the  restriction  becomes  palpable  and  serious.  For  instance,  the 
legal  obligation  on  common  carriers  to  receive  the  goods  of  all 
applicants  on  similar  terms  is  merely  an  interpretation  of  a 
comnioQ  understanding,  if  it  can  be  evaded  by  giving  full 
public  notice;  but  if  it  cannot  be  so  evaded,  it  becomes  a 
material  interference  with  laisser /aire. 

§  G.  Similar  delicate  questions  a^  to  the  line  to  be  drawn 
between  the  intervention  of  Government  to  protect,  and  its  inter- 
ference to  control,  the  freedom  of  individuals,  arise  when  we  try 
to  determine  exactly  the  limits  of  the  right  of  property  according 
to  the  system  of  natural  liberty.  Granting  that  the  natural  right 
of  property  includes  the  power  of  absolutely  excluding  others 
from  the  use  and  enjovTiient  of  any  material  thing  over  which 
the  right  has  been  acquiredj  it  still  remains  to  be  asked  what 
kinds  of  things  natural  liberty  would  allow  to  be  thus  appro- 
priated— how  far,  in  particular,  it  .sliould  be  allowed  with  regard 
to  land,  the  great  permanent  in.strument  and  store  of  material 
for  human  industry.  The  extremest  advocates  of  laisser  /aire 
have  never  disputed  either  the  justice  or  the  expediency  of 
keeping  in  common  ownership  certain  portions  of  land  obviously 
more  useful  when  freely  used  in  common — such  as  roads,  rivers, 
and  other  portions  required  for  communication  and  conveyance. 
Further,  in  modern  European  countries  even  such  land  as  has 
been  allowed  to  pass  completely  into  private  ownership  has  been 
held  liable  to  special  burdens  to  public  purposes;  and  the  right 
of  the  community  to  take  from  individuals  land  specially  needed 
for  important  public  objects,  at  a  price  corresponding  to  the 
market  value  that  it  would  have  had  independently  of  such 
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special  need — which  in  recent  times  has  been  generally  ailmitted 
and  to  some  extent  exercised  in  the  important  case  of  railways 
— may  perhaps  fairly  be  regarded  not  as  an  encroachment  on 
private  ownership,  but  as  a  reservation  tacitly  understood  when 
such  ownership  was  allowed.  Again,  so  far  as  a  community 
owns  land  as  yet  unappropriated,  but  likely  to  be  more  useful  if 
allowed  to  pass  into  private  ownership,  it  is  a  difficult  and 
subtle  question  to  determine  whether  the  principles  of  natural 
liberty  prescribe  any  one  method  of  effecting  this  transition 
rather  than  any  other :  and  whether  any  of  the  various  com- 
plicated and  elaborate  regulations  of  the  sale  of  public  land 
which  in  English  and  other  colonies  have  been  adopted  or 
proposed  with  a  view  to  improve  the  process  of  colonization  can 
properly  be  regarded  as  species  of  governmental  interference'. 

A  different  kind  of  problem  has  somewhat  perplexed  and 
divided  the  adherents  of  natural  liberty  in  respect  of  property 
in  the  results  of  intellectual  labour.  On  the  one  hand  it  has 
seemed  clear  that  the  man  who  works  with  his  brain  has  as 
much  right  to  have  the  fruits  of  his  labour  secured  to  him  as  the 
man  who  works  with  his  hands.  On  the  other  hand  since  the 
only  effective  way  of  protecting  such  fruits  is  to  prohibit  imita- 
tion on  the  part  of  others,  it  is  not  surprising  that  this  very 
exceptional  interference  with  the  freedom  of  action  tif  those 
others  should  have  been  thought  by  some  persons  to  conflict  with 
the  principles  of  natural  liberty.  In  the  case  of  copyright, 
however,  this  latter  view  appears  to  rae  superficial ;  so  far  at 
least  as  the  protection  is  limited  to  results  which  persons  other 
than  the  author  protected  could  not  conceivably  have  produced 
by  independent  effort — as  is  mainly  the  case  with  copyright. 
It  can  hardly  be  an  interference  with  A'&  natural  liberty  to 
exclude  him,  in  the  interest  of  B,  from  the  gratuitous  use  of 
utilities  which  he  could  not  possibly  have  enjoyed  except  as  a 
result  of  B'i  labour.  Hence  I  shoidd  be  disposed  to  regard  at 
least  any  limitation  of  copyright  to  a  period  falling  short  of  the 
author's  life*,  as  an  encroachment  on  natural  liberty  in  the 
interests  of  the  community.     But  I  should  hesitate  to  take  a 

>  Cf.  pott,  eh.  iv.  g  12. 

'  Aa  I  ehftU  presently  point  out,  tbe  right  to  oontrol  any  kind  of  property 
after  death  is  a  doubtful  point  in  the  system  of  natural  Liberty. 
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similar  view  in  the  case  of  patents ;  since  here  the  diflSculty  of 
preventing  the  protection  of  A  from  interfering  with  the  inde- 
pendent action  of  5  seems  practically  insuperable.  It  is  almost 
always  within  the  limits  of  human  probabilit)'  that  in  protecting 
a  technical  invention  we  may  be  suppressing  the  possibility  of  n 
similar  invention  which  might  otherwise  have  been  made  by 
some  one  else ;  indeed  such  coincidence  of  inventions  may  even 
be  said  to  be  positively  probable,  whenever  ceveral  ingenious 
minds  are  simultaneously  pondering  over  the  best  method  of 
meeting  some  definite  technical  need.  Owing  to  this  inevitable 
danger  of  conflicting  claims,  and  to  the  undeniable  hampering  of 
industrial  progress  that  is  consequently  liable  to  result  from  the 
protection  of  the  first  inventor,  it  seems  hardly  pos.sible  to  frame 
the  regulations  of  a  patent  law  on  any  other  principle  than  that 
of  carefully  balancing  opposite  expediencies.  Indeed  some  able 
men  who  are  not  generally  socialistic  in  their  views,  nor  in  any 
way  opposed  to  the  principle  of  copyright,  have  yet  thought  it 
desirable  on  the  whole  to  do  away  with  patents  altogether,  and  to 
leave  inventors  to  be  rewarded  by  the  state.  And  the  majority 
of  competent  judges,  who  consider  it  practically  impossible  to  give 
the  inventor  sufficient  inducement  to  work  except  by  securing 
him  a  legal  monopoly  of  the  results  of  his  laboufj  are  yet  gene- 
rally of  opinion  that  the  duration  of  thi.'^  monopoly  should  be 
limited  to  a  comparatively  short  term  of  years,  in  the  interests  of 
industrial  progress  :  and  many  of  them  think  it  further  desir- 
able that  a  patentee  should  be  compelled  to  allow  his  invention 
to  be  used  by  others,  at  a  price  fixed  by  Government,  under 
certain  circumstances;  that  is,  either  (1)  when  the  patentee  does 
not  use  the  invention  himself,  or  (2)  when  any  other  inventor 
has  made  substantial  improvements  in  it. 

Another  doubtful  point  in  the  definition  of  the  rights  of 
private  property,  on  the  principles  of  laisser /aire,  relates  to  the 
right  of  bequest.  Many  even  among  the  jurists  of  an  earlier  age, 
in  which  the  hypothesis  of  a  Law  of  Nature  was  generally  ac- 
cepted, preferred  to  treat  the  right  of  bequest  as  established  by 
Positive  rather  than  Natural  law ;  and  in  fact  it  is  difhcult  to 
maintain  that  we  interfere  with  a  man's  natural  liberty  by  not 
letting  his  wishes  determine  the  relations  of  other  men  to  a 
material  world  in  which  he  is  no  longer  living.     There   are, 
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indeed,  two  obvious  and  forcible  rcRSOTis  for  allowing  free 
bc'cjueat  in  a  general  way,  independently  of  the  actiud  sentiment 
in  ita  favour;  first,  that  any  law  prohibiting  it  would  be  likely 
to  be  frustrated  by  gifts  before  death  ;  and  secondly,  that  such 
a  law.  80  far  as  effective,  would  tend  to  diminish  seriously  the 
inducement"?  to  productive  labour  and  care  during  the  closing 
])oriod  of  a  man's  life.  But  arguments  of  this  kind  can  hardly 
be  pressed  tc>  prove  the  inexpediency  of  all  restrictions  on  free- 
dom of  bequest ;  and  any  such  restrictions  that  tend  to  increase 
the  utility  of  the  wealth  bequeathed  by  enlarging  the  freedom 
of  action  of  those  to  whose  management  it  is  left,  may  fairly  be 
advocated  in  the  name  of  Natural  Liberty,  no  less  than  in  the 
interests  of  production.  And  in  fact  the  tendency  of  modem 
English  legislation  has  been  to  introduce,  to  a  continually 
greater  extent,  two  diiffrent  kinds  of  linxitations  on  the  indi- 
vidual's right  of  disposing  of  his  property  after  death;  first  in  the 
case  of  bequests  for  public  purposes,  by  treating  the  testator's 
dispositions  as  liable  to  an  indefinite  amount  of  revision  and 
modification  in  the  interests  of  the  public,  after  a  certain  interval 
of  time  has  elapsed  ;  and  secondly,  in  the  case  of  private  be- 
quests, by  restricting  the  testator's  power  of  preventing  the 
alienation  of  the  property  bequeathed,  on  the  ground  that  such 
inalienable  ownership  is  liable  to  lead  to  inferior  management, 
especially  in  the  case  of  land. 

Again,  since  through  accident,  neglect  or  indecision  a  certain 
number  of  persons  die  without  exercising  the  right  of  bequest, 
the  government  has  the  strictly  necessary  function  of  deter- 
mining in  such  cases  the  devolution  of  the  property  left 
behind.  Ceteris  pai'ibua  the  obvious  end  to  be  aimed  at  in  dis- 
tributing such  intestate  inheritances  is  to  satisfy  as  far  as 
possible  any  definite  expectations  which  the  general  habits  of 
bequest  may  have  created:  but  the  guidance  of  this  principle  is 
liable  to  be  obscure  and  ambiguous,  even  on  fundamental  points: 
and  even  where  it  is  not  so,  it  cannot  be  regarded  as  an  inter- 
ference with  natural  liberty  to  deviate  from  the  ordinary  cus- 
toms of  beque-st,  in  order  to  adupt  an  economically  preferable 
nilo  of  distribution — as  (e.g.)  by  abolishing  the  law  of  primo- 
geniture in  a  country  where  it  is  found  to  have  an  unfavourable 
effect  on  agriculture. 
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In  short;  neither  "protection  to  property"  nor  "enforce- 
"  ment  of  contract"  turn  out  to  be  in  practice  the  simple  matters 
that  some  theorists  appear  to  suppose  them.  The  determina- 
tion of  substantive  or  primary  rights  under  either  of  these  heads 
involves  disputed  questions  of  great  moment,  in  the  settlement 
of  which  the  effects  of  different  rules  on  the  production  of 
wealth  have  to  be  carefully  considered ;  and  further  questions 
of  hardly  less  importance  arise  in  the  regulation  of  procedure 
and  penalties,  especially  in  respect  of  enforcement  of  contract — 
e.g.  as  to  the  nature  of  the  penalties  for  non-payment  of  debt, 
and  the  order  of  priority  in  claims  to  be  allowed  to  different 
classes  of  creditors.  The  consideration  of  economic  conse- 
quences should  in  my  opinion  be  generally  paramount  in 
deciding  important  issues  in  these  departments  of  law:  as  for 
instance  in  determining  the  law  of  Bankruptcy,  the  law  of 
Patents,  and  the  main  restrictions  on  Bequest.  Since,  however, 
this  view  has  not  generally  been  taken  by  jurists  and  legisla- 
tors, it  has  seemed  to  me  best  to  treat  these  questions  as  lying 
on  a  kind  of  debateable  border-ground  where  the  Art  of  Politi- 
cal Economy  merges  in  the  wider  Art  of  Politics. 


§  1.  I  NOW  pass  to  the  discussion  of  the  chief  actual  cases 
Iq  which  moderu  governineuts  have  distinctly  encroached  oa 
the  system  of  laisser  /aire  in  the  interests  of  production, 
either  by  taking  intu  their  own  nianagemeut  certain  dejiart- 
meuta  of  industry,  or  by  regulating  or  assisting  the  under- 
takings of  private  individuals  or  companies.  I  ought  to  premise 
that  in  speaking  of  'governmeuta'  I  include  both  "central"  and 
"local"  or  "provincial"  goveruments  and  do  not  generally  take 
note  of  the  division  of  functions  between  the  two  kinds  of 
organs.  If  my  limits  allowed,  it  would  be  interesting  to  discuss 
the  economic  considerations  that  have  to  be  taken  into  account 
in  dctermiuiug  this  division.  We  might  notice  in  the  first 
place  the  analogy  between  the  general  arguments  for  or  against 
centralisation  of  govcmraental  functions  and  the  arguments  for 
"large-scale"  and  "small-scale"  production  in  private  industry: 
in  either  case  we  have  to  balance  the  advantages  of  more  special 
experience  in  managers  and  more  keen  concern  for  details  of 
the  result,  against  the  advantages  of  more  systematic  manage- 
ment and  generally  more  comprehensive  views  and  a  higher 
quality  of  skill.  Again,  for  governmental  work  in  which  parti- 
cular districts  are  solely  or  mainly  interested,  it  is  natural  to 
select  the  local  governments  of  such  districts;  on  the  other 
hand,  care  has  sometimes  to  be  taken  that  the  local  government 
does  not  exercise  its  functions  in  the  interest  of  its  locality 
where  that  is  opposed  to  the  interest  of  the  whole  country, — e.g. 
if  a  single  town  or  district  has  the  management  of  an  important 
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railroad  or  waterway,  it  may  be  tempted  to  make  the  greatest 
net  profit  out  of  its  monopoly  by  a  rate  of  charge  inconveniently 
high  for  the  rest  of  the  community.  These  and  other  general 
consideratioDs  might  be  illustrated  under  more  tbau  one  of  the 
heads  that  we  are  about  to  discuss ;  but  on  the  whole  I  have 
thought  it  best  to  avoid  all  questions  relating  to  the  structure  of 
government,  and  confine  myself  to  the  determination  of  its  eco- 
nomic functions. 

If  we  put  on  one  side  (1)  the  promotion  of  Education  and 
Culture,  which  it  is  not  usual  to  regard  simply,  or  even 
mainly,  from  a  productional  point  of  view,  and  (2)  the 
'burning  question'  of  protection  to  native  industry', — which  I 
reserve  for  a  separate  chapter, — we  find  that  the  departments 
of  production  with  which  governments  have  actually  concerned 
themselvca  are  chiefly  various  branches  of  what  may  be  called 
the  machinery  of  transfer;  including  under  this  term,  not  only 
Conveyance  and  Communication — the  establishment  and  man- 
agement of  roads  and  bridges,  canals  and  raihoads,  harbours  and 
lighthouses,  the  organization  for  sending  letters  and  telegrams, 
&c,— but  also  the  machinery  of  Exchange ;  i.e.  the  issue  of 
metallic  and  paper  currency,  and  the  business  of  hanking  so  far 
as  it  is  connected  with  currency.  The  universality  of  the  need 
of  the  commodities  furnished  by  these  various  businesses  has 
been  sometimes  put  forward  as  the  justification  for  governmental 
intervention ;  it  has  been  said  that  the  provision  for  such  com- 
modities, being  a  matter  of  common  concern,  is  properly  under- 
taken or  controlled  by  the  community  through  its  government. 
But  this  reason  is  not  sufficiently  special ;  since  the  needs  of 
food,  fuel,  clothing,  and  shelter — the  provision  for  which  is 
almost  universally  left  to  private  enteqirise  in  modem  com- 
munities— are  even  more  urgent  and  universal  than  the  needs 
of  conveyance  and  communication  :  and,  further,  the  reason 
just  mentioned  would  not  explain  why  governments  should  ao 
largely  leave  the  provision  for  the  moveable  instruments  of 
conveyance — carriages,  ship.%  iSic, — to  private  enterprise,  while 
undertaking  the  establishment  of  the  permanent  and  stationary 
instruments — roads,  canals,  harbours,  &c.  The  valid  arguments 
for  governmental  interference  in  those  departments  are  rather, 
in  my  opinion,  the  following :  Firstly,  organization  on  a  very 
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large  scale — and  in  some  cases  organization  under  a  single 
control — \H  either  necessary  or  obviously  most  expedient  in 
important  parts  of  the  businesses  concerned  with  transfer; 
so  that  if  they  were  left  to  private  enterprise,  either  (a) 
some  important  utilities  would  not  be  provided  at  all,  or 
would  be  more  expensive  or  inferior  in  quality ;  or  {b)  the 
business  of  providing  them  would  become  the  monopoly  of 
private  persons,  whose  interest  would  not  generally  coincide 
with  the  interest  of  the  public.  Secondly,  there  is  a  special 
probability  that  the  advantage  to  the  public  of  improvements  in 
the  niachiuery  of  transfer  may  exceed  very  greatly  the  direct 
utilities  to  the  persons  who  primarily  benefit  by  them ;  which 
latter  are  generally  the  only  utilities  for  which  the  provider  is 
able  to  obtain  remuneration  in  the  way  of  free  exchange. 

There  are  besides  certain  special  drawbacks  or  obstacles 
incident  to  the  production  of  some  of  these  commodities  by 
private  enterprise,  which  wiU  appear  when  we  consider  some  of 
the  businesses  in  detail. 

§  2.  Ordinary  Roads.  Both  the  above  reasflins  for  govem- 
mentai  intervention  apply  forcibly  to  the  case  of  ordinary  road- 
making.  The  Ludirect  advantages  derived  from  good  roads, 
both  in  the  improved  organization  of  national  industry  which 
results  from  the  development  of  internal  trade,  and  in  the 
general  spread  of  intelligence,  arc  universally  recognised  ;  while 
yet  the  utilities  of  transit,  as  estimated  by  the  individuals  who 
would  purchase  them,  would  not  be  sufficient  to  enable  private 
undertakers  to  construct  remuneratively  the  less  frequented  roads 
—at  any  rate  if  the  land  had  to  be  bought — :  so  that  to  make  the 
road  system  of  a  modern  civilized  community  as  complete  as  is  on 
public  grounds  to  be  desired,  the  intervention  of  Government — 
central  or  local — would  seem  to  be  almost  indispensable.  On  the 
other  hand,  the  more  frequented  roads  which  it  would  undoubt- 
edly be  profitable  to  construct,  would  always  be  in  the  condition 
of  partial  monopoly ;  and  therefore  there  would  be  no  general 
probability  that  it  wuuld  be  most  profitable  for  the  monopolist 
owners  of  the  roads  to  charge  such  a  price  fur  their  use,  or  to 
keep  them  in  such  a  condition,  as  would  afford  the  maximum  of 
public  utility.  The  monopoly,  no  doubt,  would  always  be  partly 
controlled  by  the  fear  that  excessive  tolls  or  gross  neglect  would 
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lead  to  the  construction  of  a  new  road ;  but  if  the  new  road  were 
less  convenient  to  the  majority  of  those  who  used  it,  and  were 
thiireforc  liable  to  be  at  any  time  abandoned  in  favour  of  the 
old  road  if  the  charges  and  conditions  of  the  two  were  equalised, 
its  construction  would  be  too  hazardous  an  undertaking  to  be 
easily  entered  upon. 

Further,  we  have  to  observe  that  the  use  of  roads  managed 
by  private  enterprise  must  necessarily  be  sold ;  and  the  expense 
and  inconvenience  involved  in  this  transaction  is  a  serious  ditiw- 
back  in  the  case  of  much  frequented  roads.  In  the  extreme 
case  of  the  streets  of  a  town  no  one  would  propose  that  the  ex- 
penses of  construction  or  maintenance  should  be  defrayed  by 
toUa ;  and  this  arrangement  is  now  regarded  as  being  on  the 
whole  undesirable  in  the  case  of  highways  generally — in  spite 
of  its  obvious  equity  from  the  point  of  view  of  distribution. 

The  question,  however,  whether  ordinary  roads  should  be 
generally  managed  by  private  enterprise  has  never  been  a 
practical  one ;  chiefly  because  the  portions  of  the  earth's  surface 
now  employed  for  this  purpose,  have,  to  a  great  extent,  been 
used  in  common  from  time  immemorial,  and  so  have  remained 
the  property  of  the  community  using  them,  while  the  rest  of  the 
land  has  gradually  passed  into  private  ownership. 

In  England,  when  the  importance  of  keeping  the  roads 
themselves  in  good  condition  came,  in  the  18th  century,  to  be 
more  fully  recognised,  the  expenses  were  at  first  defrayed  by 
tolls,  the  management  being  what  may  be  called  qitasi-guvern- 
meniaP:  but  the  expense  and  inconvenience  of  collecting  tolls 
has  led  to  the  gradual  abolition  of  this  system,  and  the  defray- 
ment of  expenses  out  of  the  rates.  The  bridges  that  form  part 
of  roads  have  for  the  most  part  been  simihxrly  dealt  withj  in  a 
few  special  cases,  such  as  the  bridges  over  the  Thames,  the  con- 
struction has  been  undertaken  by  private  enterprise  on  the 
security  of  tolls;  but  even  these  have,  for  the  most  part,  been 
subsequently  bought  up  by  public  bodiea 


•  I  rofor  to  th©  system  of  "turapiko  traatB,"  by  which  the  tnanaficmeni  of 
different  tornpikc  roads  was  placed  in  Iho  bauds  of  different  bodies  of  -  trustees, 
partly  publio  and  partly  pri^'ate,  who  obtained  private  capital  on  loan,  paying 
the  intereet  with  the  proceeds  of  the  toUs,  but  derived  no  personal  profit  from 
the  buoiness. 
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§  3.  Gajials  and  railtoays.  The  case  is  otherwise  with 
canals  and  railways.  Many  of  these  more  artificial  and  elahorate 
ways  of  communication  have  been  constructed  and  managed  by 
private  enterprise.  Still  in  some  of  these  ca.ses  the  funds  for 
their  construction  have  been  partly  obtained  by  the  aid  of 
Govcmmentj  in  the  forra  of  a  guarantee  of  interest  or  other- 
wise ;  while  even  where  the  capital  of  railways  haa  been 
raised  without  any  assistance  from  the  national  exchequer, 
the  companies  providing  it — in  fully  peopled  countries' — have 
usually  had  to  obtain  from  Government  exceptional  powers 
for  the  compulsory  purchase  of  laud,  in  return  for  which  they 
have  had  to  submit  to  a  certain  amount  of  governmental  regu- 
lation. In  n\any  other  cases  railways  and  canals  have  been 
altogether  constructed  at  the  public  expense,  and  managed  by 
Government  officials.  The  actual  motive  for  these  various  kinds 
and  degrees  of  governmental  intervention  has  generally  been 
that  otherwise  it  did  not  seem  likely  that  the  improvements  in 
question  would  be  executed  at  all ;  the  prospect  of  profit  to 
private  undertakers  not  being  sufficiently  brilliant  and  certain 
to  overcome  the  difficulty  of  collecting  capitals  of  the  large 
amount  retjuired.  In  the  case  of  railways  in  particular,  the 
power  of  compulsory  purchase  of  land  has  almost  always  been 
found  indispensable;  without  it,  the  most  enterprising  com- 
panies would  have  shrunk  from  the  ta.sk  of  bargaining  with 
a  large  number  of  private  landowners,  each  able  by  hi.s  refusal  to 
increase  the  expense  and  diminish  the  utility  of.  the  line  very 
materially.  The  practical  issue  has  therefore  not  been  between 
private  enterprise  pure  and  simple,  and  any  form  of  governmental 
interference,  but  merely  as  to  the  kind  and  degree  of  the  latter. 
For,  on  the  very  principles  of  natural  liberty  as  ordinarily  under- 
stood', it  seema  due  to  the  owners  of  2>roperty  on  whom  a  forced 
exchange  is  imposed,  that  the  power  to  compel  such  exchange 
should  only  be  granted  after  careful  investigation  has  shown  a 
decided  prospect  of  public  advantage  from  it ;  while  yet  the 
necessity  of  making  this  investigation,  by  whatever  machinery  it 
ia  conducted,  renders  it  diflScult  to  exclude  altogether  the  kind 

i  In  the  United  States  and  the  Domimon  of  CanadA,  the  conBlrnction  of 
great  railways  boa  been  subveutcd  by  large  grantii  uf  land  lut  j%i  tmoeeupied. 
'''  Sue,  however,  ihu  note  at  tlio  end  uf  Uio  chapter. 
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of  illegitimato  influetices  that  we  before  noted  as  a  daoger 
incident  to  governmeutal  management.  So  again,  when  a 
railway  has  been  constnicted,  the  naore  or  lesa  complete 
monopoly  which  it  is  sure  to  have  of  the  facilities  of  conveyance 
between  certain  places  on  its  line  is,  in  part  at  least,  due  to  the 
necessity  of  obtaining  governmental  sanction  for  any  rival 
undertaking;  hence  Government  is  specially  called  upon  to 
take  care,  if  possible,  that  tlie  interests  of  the  public  are  not 
sacrificed  to  those  of  the  monopolists.  Further,  the  large 
amount  of  capital  required  for  the  construction  of  a  railway  or 
a  canal  generally  excludes  the  independent  enterprise  of 
individual  capitalists  from  this  department :  the  choice,  there- 
fore, lies  practically  between  governmental  agency  and  the 
agency,  under  governmental  control  and  regulation,  of  large 
joint-stock  companies;  and  we  have  before  observed  that  the 
latter  is  likely  to  exhibit  somewhat  the  same  defects  as  govern- 
mental agency,  in  comparison  with  management  by  private  em- 
ployers. The  experience  of  different  European  countries,  during 
the  last  fifty  years  has  afforded  considerable  means  of  comparing 
the  two  systems :  and  the  drawbacks  that  it  has  shown  to  exist 
in  the  system  of  management  by  regulated  joint-stock  companies 
may  be  stated  as  follows — taking  for  simplicity  the  case  of 
railways,  which  has  now  the  greatest  practical  importance, 

1.  In  Construction,  want  of  system,  leading  to  unnecessary 
outlay ;  while  yet  gaps  are  left  which  it  would  be  for  the  interest 
of  the  community  to  fill  up ;  since  local  lines  not  likely  to  bring 
additional  profit  to  aharuholders  might  often  pay  their  own 
expenses  and  greatly  beueiit  their  districts. 

2.  In  respect  of  Managem,ent,  again,  so  long  as  the  separate 
compauiL^s  are  fighting  each  other  for  traffic,  the  public  loses  by 
the  iucohert-ut  organization  of  its  railroad.s — through  difficulties 
of  through-booking  and  imperfect  corresix>udence — probably 
more  than  it  gains  in  cheapne.ss  by  competition.  Competition, 
however,  tends  to  be  continually  reduced  by  the  '  Fusion '  or 
'  Amalgamation  '  of  companies,  which  it  is  decidedly  the  interest 
of  the  latter  to  effect ; — though  until  it  is  effected  the  desire  that 
each  company  naturally  has  to  arrange  the  amalgamation  on 
the  best  terms  to  itself  tends  to  intensity  rivalry,  and  prevent 
any  effective  cooperation  in  the  meanwhile. 
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3.  Amalgamation,  however,  increases  the  danger  of  diver- 
gence between  public  and  private  interests,  that  we  have  seen 
to  be  involved  in  luunopuly,  Nor  has  anything  been  gained,  in 
England,  by  the  attempt  made  to  secure  the  public  interest, 
when  the  constructiun  of  the  line  \&  authorized,  by  imposing 
limits  on  the  fares  charged ;  and  attempts  uf  this  kind  seem 
generally  likely  to  fail,  since  the  difficulty  of  forecasting  the 
future  conditions  of  a  business  like  railway  travelling  would 
render  it  necessary  to  fi.\  the  limits  of  charges  at  the  outset  so 
high  that  it  would  probably  not  be  the  interest  of  the  com- 
panies to  come  up  to  it,  in  case  the  undertaking  was  sxiccessful, 

Again,  the  attempt  to  keep  down  the  profits  of  such  a 
monopoly,  by  fixing  a  niaximuui  dividend,  is  upen  to  the  serious 
economic  objection  that  when  the  maximum  is  reached,  the 
company  ceases  to  have  any  interest  in  preventing  waste  in 
management.  This  objection,  however,  might  to  a  considerable 
extent  be  obviated  by  allowing  the  company  to  appropriate 
a  certain  share  of  the  profits  made  beyond  a  certain  limit, 
on  condition  that  the  remainder  be  applied  to  the  reduction  of 
charges.  And  in  England  the  profits  of  railways  have  as  yet 
not  reached  the  point  at  which  this  }iarticu!ar  objection  would 
become  practically  important.  Here  the  actual  divergence 
of  private  froni  public  interest  lies  mainly  in  the  fact  that  the 
former  excludes  the  possibility  of  such  a  reduction  of  fares  as 
might  greatly  increase  the  utility  of  the  railways  at  the  risk  of  a 
slight  loss  in  net  revenue — a  risk  which  it  would  obviously  be 
expedient  for  the  community  to  run  under  the  circumstances, 
but  nut  for  private  shareholders'. 

On  the  other  hand,  in  a  country  like  our  own,  in  which  large 
aoouniulations  of  cajntal  are  cuntinually  being  made,  and  any 
opening  for  its  jtrofi table  employment  is  eagerly  seized,  there  are 
great  counterbalancing  advantages  in  leaving  the  field  to  joint- 


•  On  the  vexed  question  of  "differentiftl  rates"  1  reserve  what  I  have  to  say 
for  a  iitibHG<|uent  chapter  (viii.  §  4),  in  which  I  treat  of  the  principles  on  which 
the  govemmeniAl  mnnaRemiMit  of  8ncb  a  buaineiig  as  railway  conveyance  ou(;ht 
to  be  cuniluctud.  Uure  I  will  only  say  that  t>u!  possible  diveri^noe  ou  this  ))oiDt 
between  the  interest  of  the  publio  and  the  real  private  interest  of  the  railway 
company  appears  to  me  more  limited  in  extent  and  Importance  than  it  is  usaally 
supposed  to  be  by  the  traders  who  complain  of  diflcrential  rates. 
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Stock  compauies :  and  there  seems  no  reason  to  doubt  that  this 
agency  has  actually  siipplifd  iis  with  railways  both  more  amply 
and  at  an  earlier  period  than  governmental  agency  would  have 
done,  and  probably  with  a  closer  adaptation  of  the  order  in  time 
of  their  construction  to  the  needs  of  industry. 

On  the  whole  the  conclusion  would  seem  to  be,  in  the  case 
of  undertakings  of  this  kind,  that  where  the  work  is  likely  to  bo 
done  by  joint-stock  companies  if  Government  does  not  interfere, 
it  should  be  left  to  the  former  during  the  firet  and  more  tenta- 
tive stage  of  the  undertaking,  and  even  that  private  enterprise 
should  be  encouraged  by  concessions  tolerably  liberal  as  to 
charges,  &c.  for  a  limited  period  ;  but  that  the  ultimate  interests 
of  the  community  should  be  secured  by  giving  the  Government 
the  right  of  cither  freely  revising  the  charges  at  the  end  of 
the  period,  or  taking  the  business  entirely  into  its  manage- 
ment, on  the  payment  of  a  fair  price  for  the  material  capital 
employed,  but  without  any  extra  sum  in  consideration  of  actual 
or  expected  profits'. 

In  the  case  of  railways  it  is  not  practically  possible  to  sepa- 
rate the  general  management  of  the  machinery  of  conveyance 
from  the  mauageuieut  of  the  roads  over  which  it  works*.  But, 
as  I  have  before  observed,  the  case  is  ditfereut  with  ordinary 
roads  and  canals,  Here  the  provision  and  mauagemeut  of  the 
moveable  instniments  of  conveyance  has  been  generally  left  to 
private  enterprise,  without  any  governmental  control  for  economic 
purposes,  except  as  regartls  the  prices  charged  for  the  use  of 
vehicles  plying  in  the  streets  of  towns.  The  ground  for  this 
latter  exception  lies  in  the  great  convenience  to  the  consumer 
of  a  uniform  and  stable  price  :  otherwise  the  use  of  hackney 
carriages  would  seem  to  be  a  commodity  of  which  the  value 

'  Aa  I  shall  presuntlj  point  out,  the  same  principlca  are  applicable  to  other 
businesses  besides  thosc«  couneoteil  with  transfer,  provided  they  are  of  a  kind  th&t 
tend  to  become  monopolies.  It  may  be  urged  as  a  defect  in  the  arrangement 
proposed  that  it  would  not  give  tlie  company  sufficient  interest  in  the  manage- 
ment of  its  busiuesti  during  tlie  concluding  part  of  the  periotL  I  think  that 
there  is  some  force  in  this  objection  ;  but  that  it  might  be  obviated  by  a 
voluntary  a^ireement  between  the  goTernment  and  the  company,  made  a  date 
somewhat  earlier  than  the  termination  of  the  legal  independence  of  the 
company. 

>  When  railvays  vero  first  introduced,  it  whs  intended  that  the  ura  of  them 
should  be  made  available  to  the  carriages  of  private  individuals. 
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might  be  left  to  be  determined  by  open  competition,  as  advan- 
tageously as  the  valne  of  any  other  article. 

§  4.  Hie  Post-Office,  <i-c.  The  conveyance  of  letters  is  the 
department  in  which  the  advantages  and  success  of  govern- 
mental interference  arc  most  generally  admitted — with  the  excep- 
tion, perhaps,  of  coinage.  The  reason  is  that,  while  the  business 
is  in  the  main  of  a  routine  kind,  adapted  to  governmental  agency, 
both  the  gain  in  convenience  and  the  saving  of  labour  secured 
by  unity  of  management  is  specially  great :  since  the  cost  of 
carrying  letters  from  oflQce  to  oflBce  is  but  slightly  increased  by 
any  increa.se  in  their  number,  while  the  reduction  in  the  ratio 
of  labour  to  utility  iu  t!ie  work,  of  distribution,  obtained  by  the 
monopoly  of  it  within  each  area  of  distribution,  is  very  consider- 
able. The  Having  through  unity  of  management  is  less  in 
the  case  of  bulky  or  heavy  parcels,  since  each  additional  parcel 
tends  materially  to  increase  the  aggregate  of  carriage ;  but  when 
a  national  machinery  exists  for  the  distribution  of  letters  and 
light  parcels,  there  seems  a  clear  advantage  in  using  it  also  for 
the  distribution  of  larger  parcels. 

Before  I  pass  to  consider  the  other  jlepartmcnt  of  what  I 
have  called  the  raacbinery  of  transfer — viz.  exchange — it  may 
be  convenient  to  notice  a  case  of  governmental  interference 
which  does  not  come  under  this  head,  but  which  in  other  respects 
has  important  economic  aflinities  to  the  case  of  railways :  I  mean 
the  provision  of  light  and  water.  The  analogy  consists  in  the 
fact  that  these  commodities  have  to  be  brought  to  the  consumers 
by  means  of  a  special  kind  of  path  (pipes,  wires),  which  can  only 
be  constructed  by  obtaining  the  partial  u&e  of  long  strips  of  land ; 
these  must  either  (1)  be  public  roads  (aa  is  ordinarily  the  case), 
or  (2)  be  obtained  by  compulsory  sale  :  so  that  in  either  case 
some  degree  of  governmental  interference  would  be  indispen- 
sable. Further,  the  expense  of  constructing  any  such  special 
path.s  of  conveyance,  in  a  town  or  any  thickly  inhabited  district, 
would  be  to  a  great  extent  the  same  whether  the  consumers 
supplied  by  it  were  all  the  inhabitants  of  the  district  in  ques- 
tion or  only  a  scattered  portion  of  them  ;  hence  the  saving  of 
cost  obtained  by  keeping  the  whole  supply  of  a  certain  area 
under  one  management  is  so  great  as  to  render  a  practical  mono- 
poly manifestly  the   moat   economic  arrangement.     On  these 
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groniuls  it.  is  p^neraliy  agreed  that  unrestricted  competition, 
though  it  may  be  transieutly  useful,  is  not  to  be  regarded  as  the 
normal  condition  of  these  branches  of  production :  the  issue  is 
rather  between  governmental  regulation  and  governmental 
management,  and  is  to  be  decided,  I  conceive,  in  much  the  same 
way  as  the  similar  issue  in  the  case  of  railways 

§  5.  Metallic  Currency.  The  claims  of  the  State  to  the 
monopoly  of  coining  have  been  so  generally  admitted  that  the 
most  tinc<^)nipromising  advocates  of  laisster  /aire  have  rarely 
thought  it  needful  even  to  explain  why  they  have  not  ques- 
tioned it :  however,  the  abetract  economic  reasons  for  it  may 
be  stilted  as  follows.  In  the  first  place  the  ordinary  advan- 
tage to  the  community  from  competition,  in  the  way  of  im- 
proving proces.ses  of  manufacture,  is  hai-dly  to  be  looked  for  in 
the  case  of  coin.  It  is  the  interest  of  the  community  that  coins 
should  be  as  I'ar  as  possible  hard  to  imitate,  hard  to  tamper 
with,  and  qualified  to  resist  wear  and  tear;  hut  the  person 
who  procured  the  coins  from  the  manufacturer — who  would 
want,  of  course,  to  pass  the  money,  and  not  to  keep  it — would 
not  be  adequately  impelled  by  motives  of  self-interest  to  aim  at 
securing  excellence  in  these  points. 

Secondly,  the  admitted  governmental  duty  of  giving  protec- 
tion against  fraud  would  under  any  circumstancea  have  to  be 
performed  with  sjiecial  \ngilance  in  the  case  of  coin,  owing  to 
the  extremely  transitory  interest  that  each  individual  has  in 
the  quality  of  the  money  he  uses;  and  though  thLs  might  con- 
ceivably be  managed,  if  free  coinage  were  allowed — by  making 
it  criminal  to  issue  coins  of  the  kind  ordinarily  used,  containing 
less  than  th<j  ordinary  weight  of  metal — still  the  prevention  of 
fraud  would  bo  far  mure  difficult  than  it  Ls  at  present,  when  all 
coiuiug  ia  illegal  and  all  coins  of  the  same  value  uniform  in 
shape. 

A  supplementary  argi^ment  in  favour  of  governmental 
coining — in  the  abstract' — lies  in  the  difficulty  of  otherwise 
securing  a  fair  allotment  of  the  loss  through  wear  and  tear 
of  standard*  coins.     The  convenience  of  circulation  would  in 

*  This  advantage  ia  not  nctnally  accared  ander  oar  present  Rysteni. 
'  'Token'  coins,  would  I  auppoae,  be  convertible  by  the  iBsaers  on  denumd, 
like  bank-notes. 
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any  case  lead  to  the  establishment — h^-  cnmmnTi  agreement  if 
not  by  governmental  rt-g^ilation — of  an  allowable  raargin  of 
deficiency  in  weight :  but  coins  reduced  through  wear  and  tear 
below  this  margin  would  ultimately  have  to  be  rejected:  and 
it  is  obviously  unfair  that  the  consequeut  loss  should  fall  on 
the  individual  who,  in  the  passage  of  a  coin  from  hand  to 
hand,  happens  to  possess  it  at  the  exact  point  of  the  process 
of  gradual  attrition  at  which  it  falls  below  the  accepted  standard 
of  weight.  There  seems,  however,  no  effectual  way  of  avoiding 
this  result  except  that  Government  should  undertake  the  loea 
and  regularly  call  in  light  coin, 

It  is  to  be  noted  that  if  coinage  were  left  to  private  enter- 
prise, the  expenses  of  producing  coins  would  not  really  fall  on 
the  consumer :  since,  in  fact,  they  would  not  fall  on  any  one  : 
they  would  merely  have  the  effect  of  raising  the  exchange  value 
of  the  coin  proportionally  above  the  value  of  the  metal  con- 
tained in  it.  Hence  primd  facie,  the  same  result  ought  to  be 
brought  about,  where  coinage  is  monopolized  by  Government : 
since,  if  Government  bears  the  cost,  the  public  loses  collectively, 
without  any  corresponding  gain  to  the  members  of  the  com- 
munity. On  the  other  hand  the  advantages  of  gratnitotis 
coinage  are  (1)  that  it  guards  against  the  danger  of  slight 
fluctuations  in  the  value  of  coin  relatively  to  bullion,  through 
temporary  over-coinage  and  stoppage  of  mint;  and  (2)  that 
otherwise  merchants  engaged  in  foreign  trade — where  coin  is 
merely  used  as  certiKed  bullion — would  necessarily  lose  the 
mint  charge  in  exporting  the  coins,  and  would  therefore  have 
to  raise  the  price  of  foreign  goods  in  order  to  transfer  the  loss 
to  consumers.  But  I  know  of  no  evidence  from  experience  to 
show  that  danger  (1)  is  considerable:  and  as  regards  (2)  there 
does  not  appear  to  be  any  general  reason  why  foreign  trade 
should  be  thus  specially  subsidized  at  the  public  expense — in 
fact,  as  Jevons  urges,  the  argument  rather  shows  the  desirability 
of  cstiiblLshing  an  international  currency,  if  it  be  possible. 

The  general  considerations,  therefore,  seem  to  be  in  favour  of 
defraying  the  whole  cost  of  coining  by  rodiiction  in  the  weight 
of  the  coins;  and,  for  the  reason  before  given,  this  cost  ought 
to  include  the  loss  through  wear  or  tear,  which  should  be  borne 
by  Government  calling  in  the  coins  that  have  become  too  light 
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through  use — provided  that  fraudulent  removal  of  the  metal 
can  be  adequately  prevented. 

§  6.  So  far  we  have  considered  (1)  uniformity,  and  (2) 
protection  against  {a)  fraud  and  (t)  unequal  incidence  of  loss 
from  wear  and  tear,  as  the  points  at  which  Government  should 
aim  in  managing  coinage.  We  have  now  to  take  note  of 
another  important  characteristic  of  a  good  medium  of  exchange  : 
i.e.  stahiltty  in  general  purchasing  power.  Considerable  fluctu- 
ations in  the  value  or  general  purchasing  power  of  money  are 
adniitte^l  to  be  an  evil,  from  the  disi\ppoiatment  of  e-xpectations 
that  they  cause,  and  the  couse(pieut  uncertainty  in  calculating 
returns  and  remunerations,  which  is  unfavourable  t(j  steady 
industry  and  careful  trade:  we  may  therefore  assume  that  it  is 
desirable  to  guard  against  such  Huctuations  so  far  as  this  can 
be  done  e£fectively  without  causing  worse  evils.  There  are 
two  distinct  ways  in  which  Government  may  conceivably  attain 
this  end  while  keeping  its  currency  on  a  metallic  basis:  either 
(I)  by  actually  modifying  the  conditions  of  value  of  the  metal 
used  for  standard  coins,  or  (2)  by  measuring  its  changes  in 
general  purchasing  power,  and  thus  obtaining  an  ideal  standard 
free  from  the  fluctuations  in  value  of  the  material  medium  of 
exchange.  We  might  distinguish  (1)  and  (2)  as  the  method  of 
real,  and  the  method  of  ideal  modification  respectively.  Let  us 
consider  the  former  first. 

Where  the  medium  of  exchange,  legally  available  for 
paying  ordinary*  debts  of  money,  consists  of  coins  of  one 
metal  and  notes  convertible  into  coin  on  demand,  I  know  no 
means  generally  applicable  for  rendering  its  value  more  stable 
that  could  be  recommended  for  the  tise  of  Government.  On  the 
one  hand,  a  tendency  to  rise  in  value  could  only  be  resisted  by 
promoting  the  use  of  substitutes  for  coin :  but  it  is  not  ordinarily 
in  the  power  of  Govenimcnt  to  do  this,  in  an  advanced  industrial 
community,  except  so  far  as  the  use  of  such  substitutes  is 
actually  reduced  by  legal  restrictions.  In  this  latter  case,  no 
doubt  some  eflFect  in  the  desired  direction  may  be  produced  by 
removing  or  modifying  the  restrictions : — thus  in  England  the 

■  This  18,  debts  that  &re  beyond  the  small  amonnt  for  wliich  token  coins  are 
legal  t«ndur  and  that  have  not  been  oontracted  under  the  express  oonditioa  of 
being  paid  in  somo  other  currency. 
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demand  for  gold  coin  might  be  to  some  extent  lowered  by 
allowing  the  use  of  one-pound  notes ;  but  the  effect  of  any  such 
measure,  adopted  in  a  single  country  only,  is  not  likely  to  be 
^great.  On  the  other  hand  a  fall  in  the  purchasing  power  of  gold 
coin  might  conceivably  be  counteracted  by  restricting  coinage ; 
but  as  this  would  tend  to  reduce  the  standard  coins  to  mere 
tokens,  the  remedy  would  be  worse  than  the  disease. 

I  hold,  however,  that  a  material  impiovement  in  the 
prospects  of  stability  of  value  of  the  medium  of  exchange  may 
be  obtained  by  the  plan  known  as  Bi-metallism  :  i.e.  by  coining 
gold  and  silver  freely  and  making  them  legal  tender  in  unlimited 
amounts  at  a  fixed  ratio.  In  a  former  part  of  tliis  work  I  have 
already  explained  how  a  combination  of  governments  may — up 
to  a  certain  point — maintain  the  concurrent  use  of  gold  and 
silver  as  currency  at  a  fixed  ratio  of  exchange,  even  when  the 
conditioiii;  of  supply  and  demand  are  such  as  would — if  operating 
unchecked — cause  thera  to  be  exchanged  at  a  diflferent  ratio. 
To  show  clearly  the  nature  and  extent  of  the  force  that  such 
a  bi-metallic  union  can  exert,  it  will  be  convenient  to  dis- 
tinguish [a]  the  monetary  demand  of  the  combining  com- 
munities from  (6)  the  rest  of  the  demand  for  the  precious 
metals — whether  this  be  the  monetary  demand  uf  countries 
outside  the  union,  or  the  industrial  or  other  non-monetary 
demand.  We  may  call  the  former  (a)  the  "  rated  "  demand  and 
the  latter  (i)  the  "  unrated "  demand,  or  the  demand  of  the 
outside  market  The  force,  then,  by  which  the  bi-metallic 
citrreucy  will  tend  to  be  maintained  in  effectual  use, — not- 
withstanding changes  in  supply  and  unrated  demand  tending  to 
cause  a  market-ratio  of  exchange  between  the  metals  different 
from  the  governmental  ratio, — is  the  self-adaptation  which  will 
continually  take  place  in  the  rated  deraaD<l,  counteracting  the 
effect  of  such  changes.  When  the  outside  conditions  tend  to 
make  silver  cheap,  the  rated  demand  will  become  a  ilemand  for 
more  silver  and  less  gold ;  when  they  tend  to  make  gold  cheap, 
it  will  become  a  demand  for  more  gold  and  less  silver;  and  this 
alternation  will  keep  the  market-ratio  approximately  identical 
with  the  mint-ratio,  and  iu  accordance  with  the  ordinary  law  of 
value  as  dependent  on  siupply  and  demand  ;  and  thus — provided 
that  the  tendency  to  divergence  so  counteracted  is  not  too  gr^at 
S.  P.  E.  2U 
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or  too  prolonged — the  currency  will  remain  etfectively  bi-raetallic, 
though  it  will  be  composed  of  the  two  metals  in  continually 
varying  proportions. 

I  lay  stress  on  the  nature  of  the  force  exercised,  because  bi- 
metallista  have  sometimes  spoken  as  if  legal  interference  had 
some  power  of  bringing  about  the  concurrent  use  of  the  metals 
at  a  fixed  ratio  otherwise  than  through  the  operation  of  the 
ordinary  law  of  supply  and  demand  ;  while  their  opponents  have 
often  Rpoken  as  if  the  action  of  Governments  in  establishing  a 
fixed  ratio  between  gold  and  silver  money  was  an  attempt  to 
resist  natural  laws,  which  must  therefore  be  foredoomed  to 
failure.  Both  these  views  seem  to  me  misleading.  Ou  the  one 
hand,  though  the  fiat  of  Government  can  no  doubt  determine, 
independently  of  any  effect  on  the  relative  market  values  of 
gohl  and  silver,  that  these  metals  when  coined  shall  be  legal 
tender  at  a  fixed  ratio,  it  cannot  secure  that  they  shall  be 
concurrently  used,  except  very  transiently,  unless  it  also  deter- 
mines the  ratio  in  the  outside  market;  and  the  only  way  in 
which  Goverrmieuts  can  act  on  this  outside  ratio  is  by  changes 
in  the  monetary  demand  aa  above  described,  which  of  course 
tend  to  atfect  market  value  just  in  the  same  way  as  any  other 
changes  in  demand  would  atfect  it.  On  the  other  hand,  it 
seems  to  me  clear,  that  if  the  monetary  demand  of  the  bi- 
metallic union  be  large  relatively  to  the  whole  demand  for  the 
precious  metals,  the  bi-motallic  character  of  the  currency  may 
be  eflectually  maintained  in  spite  of  very  considerable  fiuctua- 
tion.s  in  the  outside  conditions  influencing  the  market  value  ol 
the  metals ;  and  that  by  thus  maintaining  it  the  Governments 
no  more  attempt  to  override  economic  laws  than  a  man  attempts 
to  override  mechanical  laws  by  erecting  dams  or  dykes  against 
floods. 

I  will  illustrate  the  process  above  described  by  a  hypothetical 
case ;  which  will  at  the  same  time  show  how  the  effectiveness 
of  the  bi-metallic  uniou  will  depend  upon  the  proportion  of  the 
monetaiy  demand  that  it  controls  to  the  whole  demand.  Let 
us  assume  that  there  is  a  bi-metallic  union  of  countries  holding 
three-fourths  of  the  whole  stock  of  gold  coin  in  use,  which  we 
will  take  to  be  £7<>0.000,000 :  that  when  the  union  begins  the 
governmental  ratio  of  gold  to  silver  is  that  of  the  market, — say 
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1  :  15^ — ;  and  that  three-eighths  of  the  annual  supply  of  gold 
goes  to  the  bi-tnetallic  mints,  one-eighth  being  absorbed  by 
the  non-bi-metallic  mints  and  one-half  by  the  noa-monetary 
demand.  Let  us  assume  further,  that  when  the  unioo  begins, 
the  countries  are  increasing  in  wealth,  and  that  the  annual 
supply  of  gold  and  silver  is  just  sufficient  to  keep  their 
values  unchanged  in  relation  to  commodities  generally.  Now 
let  us  suppose  that,  other  things  remaining  unchanged,  the 
annual  supply  of  gold  falls  from  £20,000.000  to  £15,000.000. 
Obviously  the  most  that  could  be  required  to  maintain  the 
rated  value  of  gold  in  the  outside  market  would  be  that  the 
same  supply  as  before,  £12,500,000,  should  go  to  satisfy  the 
outside  demand;  but  in  fact  slightly  less  than  this  will  suffice, 
since  the  value  of  gold — and  therefore,  under  the  bi-nietallic 
system,  of  silver  also — will  rise  slightly  in  consequence  of  the 
decreased  supply  of  gold,  and  this  rise  will  cause  a  corresponding 
reduction  in  the  unrated  demand  for  both  metals.  This  last 
effect  will  also  involve  a  slight  increase  in  the  amount  of  silver 
brought  to  the  bi-metallic  mints.  The  bi-metallic  currency 
will  thus  tend  to  have  less  gold  in  it  than  before  in  proportion 
to  silver;  but  it  will  not,  therefore,  have  positively  less  gold 
than  before,  since  the  supply  that  still  comes  to  the  bi-metallic 
mints  will  more  than  suffice  to  make  up  for  the  loss  through 
wear  and  tear  of  coins.  And  this  state  of  things  may  be  con- 
ceived to  go  on  for  an  indefinite  time  without  any  tendency 
to  deprive  the  bi-metallic  currency  of  its  gold,  or  to  cause  a 
divergence  between  mint-ratio  and  market-ratio;  though  of 
course  the  proportion  of  gold  coin  to  silver  wilt  steadily  decrease 
under  the  conditions  supposed. 

If,  however,  we  had  inverted  the  stipposed  relation  of  the 
two  monetary  demands — if  we  bad  supposed  a  bi-metallic  mint 
absorbing,  before  the  fall  in  production,  only  one-eighth  of  the 
annual  supply,  and  non-bi-metallic  mints  absorbing  three- 
eighths — ,  the  change  supposed  must  at  once  have  decreased 
the  st<3ck  of  gold  coin  held  by  the  bi-metallic  country';  and 
each  succeeding  year  would  diminish  it  further  until  the 
currency  became  practically  a  mono-metidlic  currency  of  silver— 
with  some  gold  coin  probably  circulating  at  a  premium. 

Similar  results  woidd  follow,  mutatis  mutandis,  if  we  supposed 
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an  increased  supply  of  silver  instead  of  a  decreased  supply  of 
gold ;  in  either  case,  the  questions  whether,  and  how  long,  the 
notninally  bi-metallic  currency  can  really  maintain  its  character, 
must  depend  on  the  extent  of  the  rated  demand  as  compared 
with  the  outside  demand,  and  on  the  magnitude  of  the  changes 
that  occur  io  the  outaide  conditions  determining  the  value  of 
either  metal. 

Supposing  that  the  bi-raetallic  system  is  effectually  main- 
tained, in  the  manner  above  explained,  it  will  evidently  have 
two  effects :  (1)  it  will  keep  the  ratio  of  exchange  between  the 
metals  approximately  uniform,  not  only  within  but  outside  the 
range  of  the  bi-metallic  union  ;  and  (2)  it  will  tend  to  make 
fluctuations  in  the  standard  of  value  less  rapid  and  serious  by 
spreading  the  effect  of  any  change  in  the  conditions  of  supply  of 
either  metal  over  tlie  whole  aggregate  of  the  world's  currency, 
instead  of  letting  it  operate  solely  on  that  part  of  the  currency 
which  ia  composed  of  the  metal  primarily  affected'.  The  ad- 
vantages of  (2)  are,  I  conceive,  generally  admitted :  nor  will  the 
advantages  of  (1)  be  disputed,  if  we  assume  that  both  gold  and 
silver  are  to  continue  to  be  extensively  used  in  the  whole 
aggregate  of  civilized  communities  effectively  united  by  inter- 
national trade  :  and  at  the  present  time  the  most  eager  mono- 
metallists  do  not  appear  to  desire  the  universal  adoption  of  a 
gold  currency,  at  the  risk  of  a  great  rise  in  the  value  of  the 
medium  of  exchange.  Indeed  we  may  say  that  the  trade  of 
the  world — even  the  internal  trade  of  the  British  Empire — 
will  in  any  case  be  carried  on  under  what  may  be  called,  in  a 
certain  sense,  "bi-metallic"  conditions:  and  that  the  practical 
issue,  so  far  as  international  trade  is  concerned,  lies  not  between 
raono-inetallism  and  bi-metallism,  strictly  speaking,  but  between 
what  we  might  call  "  rated  "  and  "  unrated  bi-metallism  ". 

If,  then,  the  advantages  of  effectual  bi-metallism  be  granted, 
the  next  point  in  a  practical  consideration  of  the  scheme  would 

^  The  two  advantaftea  mentioned  in  the  text  are  those  which  appear  to 
IwloDg  to  the  bi-Tni3taIlic  s^'Btem  independently  of  any  forecast  of  the  pjiecial 
oonditionB  of  production  of  the  two  mctala.  But  in  view  of  tlio  unfavourablu 
prospects  of  the  future  production  of  gold — meutioned  in  the  nest  paragraph — 
Bome  bi-metalliritB  would  lay  Btill  greater  stress  on  the  danger  which  a  gold 
mono-nietallio  currency  involves  of  a  fall  in  piioea  so  great  and  prolonged  as  to  be 
seriously  injurioas  to  trade  und  industry. 
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be  to  estimate  carefully  the  actual  chance  of  maintaining  it. 
But  to  frame  such  an  estimate  hardly  comes  within  the  scope  of 
the  present  treatise :  since  for  this  purpose,  as  we  have  seen,  it 
is  fuuJameatally  important  to  determine  the  extent  and  dara- 
bility  of  the  combination  of  Governments  which  can  reasonably 
be  anticipated,  as  well  as  tlie  extent  of  the  monetary  demand 
that  they  can  control,  as  compared  with  the  outside  demand  for 
the  precious  metals.  I  do  not  profess  to  deal  with  the  strictly 
political  aspect  of  this  question,  and,  in  a  treatise  that  is  primarily 
concerned  with  principles,  it  would  be  out  of  place  to  discuss  fully 
even  its  economic  aspect : — especially  as  the  iudustrial  world  of 
which  England  is  a  part  seems  to  me  to  have  before  it  a  difficult 
choice  between  different  kinds  of  risk  and  inconveniences,  the 
decision  of  which  requires  a  very  careful  estimate  of  the  economic 
quantities  involved.  1  may,  however,  say  that  at  present  the 
balance  of  argument  appears  to  me  to  be  on  the  side  of  bi- 
metallism ;  provided  that  a  stable  combination  can  be  effected 
— ^auch  as  is  now  proposed — of  England,  the  United  States, 
Germany,  and  the  countries  forming  the  Latin  Union.  It  must, 
indeed,  be  conceded  to  mono-raetallists  that  if— as  Soetbeer 
holds' — the  present  consumption  of  gold  in  arta  and  mauufacturea 
absorbs  nearly  three-tifths  of  the  annual  supply,  then,  considering 
the  general  reasons  that  we  have  for  expecting  the  production 
of  gold  to  grow  hereafter  more  scanty  and  costly  as  compared 
with  that  of  ailverj  any  possible  bi-metallic  union  has  to  face  a 
serious  risk  of  its  currency  coming  to  consist  mainly  of  silver. 
On  the  other  hand  the  same  causes  that  would  bring  about  this 
result  would,  if  there  were  no  bi-metallic  union,  iutiict  ou  the 
industry  of  the  countries  with  a  gold  standard  the  serious  evils 
of  a  great  rise  in  the  purchasing  power  of  the  medium  of 
exchange : — and,  though  our  ideal  aim  should  be  simply  to 
keep  the  value  of  this  medium  stable,  it  must  be  recognised 
that  the  economic  evils  of  a  rise  in  value  are  considerably 
greater  than  those  of  a  fall  in  value ;  since  the  latter  change  is 


>  See  his  "  Materiolien  eur  Erlnutenmg  and  Deurtheilang  der  wirthachaft- 
"  lichen  EdelmetallvethaltniBsc  "  (IblSo).  Ut:  eslimatea  tlie  gold  product  in  the 
jreftra  1881 — ItMil  at  5b)U,UO0  kilograms,  and  the  amount  coubiuueU  iu  aiu  and 
manufacturiiji — deducting  old  muterialB — dttnuu  the  same  year,  at  350,000 
kiioiarauis. 
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on  the  whole  favourable  to  the  classes  that  are  economically 
most  important.  Further,  I  think  that  the  "  misery  "  of  having 
to  nsf  silver  instead  of  gold  is  somewhat  exaggerated  by  English 
mouo-metallists  especially  when  only  an  easily  altered  law 
prevents  an  Englishman  from  having  the  one-pound  notes  on 
which  hLs  Scotch  follow-countrymen  seem  to  thrive.  Nor  is 
the  extra  cost  of  storing  silver  hank -reserves,  and  of  transmitting 
silver  bullion  in  payment  of  international  debts,  an  evil  of  such 
magnitude  that  the  mere  risk  of  it  shouUl  be  held  to  be  a  con- 
clusive objection  to  bi-metallism.  Similarly,  the  disturbances 
caused  to  expectation  by  the  transition  from  mono-metallic  to 
bi-metallic  currency  are  not  I  conceive  sufficiently  important  to 
weigh  heavily  in  a  practical  consideration  of  the  question ; 
provided  that  care  is  taken  to  choose  a  goveni mental  ratio  not 
very  divergent  from  the  market  ratio  that  would  have  established 
itself  without  governmental  interference,  if  a  change  had  takea 
plaee  in  the  deniand  for  gold  and  silver  equal  to  that  which 
would  be  caused  by  the  action  of  the  bi-metallie  union. 

§  7.  But,  as  I  have  before  said,  it  is  po-ssiblc  to  obviate  the 
bad  effects  of  great  changes  in  the  purchasing  power  of  the 
medium  of  exchange,  by  a  method  altogether  different  from 
Bi-metalliam  and  from  all  other  .schemes  that  aim  at  actually 
modifying  the  exchange-value  of  standard  coin.  We  may  allow 
the  actual  standard  to  fluctuate,  and  yet  maintain  a  .stable 
ideal  staa<iard  by  measuring  and  allowing  for  these  fluctuations. 
The  adoption  of  such  a  "tabular  standard"  was  suggested  twelve 
years  ago  by  Jevons  in  his  little  book  on  "Honey"'  (ch.  XXV). 
He  suggests  that  a  permanent  government  commission  might  be 
"created,  and  endowed  with  a  kind  of  judicial  power,  The 
"officers  of  the  department  would  collect  the  current  prices  of 
"commodities  in  all  the  princii>al  markets  of  the  kingdom,  and, 
"by  a  well-defined  .system  of  calculations,  would  compute  from 
"these  data  the  average  variations  in  the  purchasing  power  of 
"gold.  The  decisions  of  this  commission  would  be  published 
"monthly,  and  payraenta  would  be  adjusted  in  accordance  with 
"them.     Tims,  suppose  that  a  debt  of  one  hundred  pounds  was 

'  As  JcTons  is  careful  to  explain,  the  suggestion  of  Ruch  a  '  tabular  Btaodard ' 
as  he  advocates  was  first  made  by  Joseph  Lowe  in  18*22  ;  and  afterwards  by 
G.  Ponlett  Serope  in  1833, 
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"incuneJ  upoo  the  Ist  of  July,  1875,  and  was  to  be  paid  back  on 
"Ist  July,  1H78;  if  the  comraissiou  hail  decided  iu  Jiiue,  1878, 
"that  the  value  of  gold  had  fallen  in  the  ratio  of  lOG  to  100  in 
"the  intervening  years,  then  the  creditor  would  claim  an  increase 
"of  6  per  cent,  in  the  nominal  amount  nf  the  debt. 

"At  first  the  use  of  thi.s  natiuual  tabular  standard  might  be 
"permissive,  so  that  it  coultl  be  enforced  only  where  the  parties 
"to  the  contract  had  inserted  a  clause  to  that  effect  in  their  con- 
" tract.  After  the  practicability  and  utility  of  the  plau  had  be- 
"corue  sufficiently  demonstrated,  it  might  be  made  compulsory,  in 
"the  sense  that  every  money  debt  of,  say,  more  than  three  months' 
"standing,  would  be  varied  acconiing  to  the  tabular  standard,  in 
"the  absence  of  an  express  provision  to  the  contrary."  It  is  not 
intended  that  such  a  commission  should  take  tlic  prices  of  all 
commodities  into  account  in  their  computation:  but  merely  that 
they  should  take  a  considerable  number  of  different  commodities, 
chosen  so  as  to  be  fairly  representative  of  the  whole  mass. 

I  concur  with  Jevons  in  regarding  the  scheme  as  theoretically 
sound,  though  I  think  that  a  considerable  time  must  elapse 
before  so  unfamiliar  a  basis  for  pecuniary  contracts  is  likely  to 
be  voluntarily  adopted  to  a  sufficient  e.\teut  to  justify  its  formal 
establishment  by  Government  as  the  normal  basis,  any  deviation 
from  which  must  be  expressly  announced.  I  think  also  that 
the  inevitable  theoretical  imperfections  of  the  process  by  which 
variations  in  the  material  standard  would  be  measured  would 
render  it  especially  necessary  to  proceed  with  great  caution  in 
its  practical  application.  As  I  have  elsewhere'  argued,  it  is 
impossible  to  determine  with  perfect  precision  the  extent  to 
which  the  general  purchasing  power  of  gold — or  any  other  com- 
modity— has  changed  ivithin  a  given  period ;  in  consequence  of 
(1)  the  changes  that  take  place  in  the  relative  quantities  in 
which  different  articles  enter  into  ordinary  consumption,  and  (2) 
of  the  changes  in  quality  of  articles  nominally  the  same,  caused 
by  the  development  of  industry.  I  agree  with  Jevous  that 
the  inevitable  element  of  inexactness  thus  introduced  into  the 
scientific  computation  of  a  tabular  standard  of  value  would  not 
practically  prevent  us  from  securing  by  such  a  standanl  a  higher 


'  Book  I.  ch.  u.  i  3,  pp.  61—63. 


IMPORTANT  CASES  OP  fiOVERXMEyTAL    [Book  III. 

degree  of  stability  in  the  value  of  money-debts  than  could  other- 
wise be  obtained.  But  it  would  have  tbo  effect  of  making  any 
plan  adopted  by  such  a  commission  as  he  proposes  appear  some- 
what arbitrary  :  and  in  carrying  it  out  very  delicate  points 
would  arise  on  which  the  decisions  of  the  commission — when 
they  came  to  involve  large  pecuniary  interest — would  be  severely 
criticised.  E.g.  if  any  important  change  in  consumption  rendered 
it  necessary  to  reduce  the  importance  of  any  commodity  in  the 
selected  list,  or  even  to  siibstituto  a  new  commodity,  or  if  a 
question  arose  as  to  the  right  quality  to  be  chosen  in  the  case  of 
an  article  of  which  there  were  different  and  varying  qualities, — 
the  immense  power  of  determining  gain  or  toss  that  the  scheme 
would  place  in  the  hands  of  a  few  persons  would,  I  fear,  arouse 
much  jealousy  and  distrust.  I  do  nut  urge  these  objections  as 
reasons  for  not  carrying  Jevons'  suggestion  into  effect;  I  should 
be  glad  to  see  this  done:  but  I  do  not  think  that  we  can 
reasonably  regard  it  as  a  resource  for  dealing  with  present 
evils  or  risks,  arising  from  changes  in  the  purchasing  power 
of  gold'. 

'  Before  lea^iog  thia  aubjoot,  I  ought  to  notice  a  coinbinatiou  uf  the  metliod 
of  Bi-metalliaiu  with  the  mothod  of  the  Tabular  standard,  proposed  by  M.  Leon 
WahrH8,  which  ia  oertuiuly  at  ouce  aiinple  and  iogeuious,  though  1  eaunot  regard 
it  OK  practicable.  M.  Walras  prupuseis  that  thera  ahoulJ  be  a  union  of  goverD- 
ments,  similar  to  that  contemplated  by  Bi-metallists,  which  should  have  for  its 
object  not  to  maiutiiin  the  unlimited  coinage  of  gold  and  silver  at  a  fixed  ratio, 
but,  while  coining  gold  frotily  iu  unlimited  amounts,  to  circulate  along  mth  it 
buuli  an  aiuDunt  of  silver  coin  ud  should  bu  found  to  be  from  time  to  time 
neoeiisary  to  keep  the  purchasing  power  of  money  aiiproximately  stable.  This 
ailver  coin  he  calls  "billon  regulutcur",  intending  it  to  have — like  ordinAry 
token  coin — a  value  Used  in  relation  tu  the  gold  coin,  and  higher  than  that  of 
the  Hilver  contauied  in  it.  The  amount  of  such  coin  shoold  be  determined  from 
time  to  time  by  an  international  atatistical  commiaeion,  wtiioh  should  have  the 
function  of  ascertaining  at  certain  intervals  the  extent  to  which  general  prices 
Jiad  risen  or  fallen  :  and  its  coinage  sboiiid  ha  apportioned  by  agreement  among 
the  uombiuing  nations,  aocordiug  to  the  recomiuendations  of  this  ooniuiission. 
Supposing  such  an  agreement  could  be  brought  about  and  maiutaiucd,  I  tldnk 
this  system  might  prove  as  strong  as  tlie  bi-metallie  system  proper  to  resist 
the  disturbing  force  likely  to  be  exercised  on  it  by  the  expected  scanty  supply  of 
gold  ;  while,  so  long  aR  this  result  was  brought  about,  tliis  regulated  supplement 
of  silver  might  no  doubt  have  an  important  effect  in  preventing  or  i-educing 
fluctuations  iu  the  geneiul  purchasing  power  of  money.  But  the  problem  of 
detorminiag  the  varying  amounts  of  silver  coin  necessary  to  prevent  thcaa 
tlactuationa  appears  to  me  muoh  more  diflicult  and  complex  than  M.  WalriM 
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§  8.  Paper  Currency  and  Banking.  The  governmental 
monopoly  of  metallic  currency  has  never,  so  far  as  I  know,  been 
advwated  by  theorists — though  in  earlier  ages  it  has  been 
extensively  used — as  a  source  of  public  revenue :  in  fact,  as  we 

^have  seen,  the  practical  question  is  rather  whether  it  should  be 
a  source  of  expense  to  the  nation.  It  is  universally  admitted 
that  the  alarm  and  disturbance  to  trade  that  would  b«  caused, 
if  Government  tried  to  gain  by  reducing  the  amount  of  metal  in 
coins  while  keeping  up  their  value  by  limitation  of  issue,  would 
far  more  than  outweigh  any  profit  that  might  be  made  by  the 
operation.  It  is  agreed,  therefore,  that  Government  ought  to 
Coin  metal  into  standard  coins  freely  for  all  applicants,  at  a 

tprice — at  least — not  materially  greater  than  the  cost  of  coining. 
For  similar  reasons,  it  is  agreed  that  the  tempting  source  of 
gain  oflcrod  by  the  power  of  issuing  inconvertible  notes  should 
be  at  any  rate  reserved  for  an  extreme  crisis  of  national  need. 
But  it  has  often  been  maintained  that  the  State  ought  to  keep 
in  its  own  hands  the  business  of  issuing  notes  convertible  into 
coin  on  demand,  with  the  view  of  deriving  from  it  a  valuable 
contribution  to  the  national  income.  And  it  is  certainly  true 
that  by  monopJizing  this  part  of  the  business  of  banking  a 
Government  can  praetically  borrow  a  considerable  amount  of 
capital,  at  a  very  low  rate:  i.e.  at  the  cost  of  making  and 
circulating  the  notes,  together  with  ordinary  interest  on  the 
metal  kept  as  a  reserve  in  order  to  secure  convertibility.  This, 
however,  does  not  prove  that  it  is  the  interest  of  the  community 
that  such  a  monopoly  should  be  exorcised:  there  are  many 
highly  objectionable  governmental  monopolies  which  the  State 
could  easily  carry  ou  with  considerable  profit  to  the  exchequer. 
What  has  to  be  shown  is  either  (1)  that  governmental  manage- 
ment has  some  special  advantages  as  compared  with  individual 
or  associative  management  in  this  business :    or,  at  least  (2) 

regards  it :  ainoe  the  effect  on  prioes  of  a  given  addition  to  the  amount  of  motal 
aned  for  monetary  purposes  would  vary  very  mach  aooording  to  the  nature  and 
efficiency  uf  the  banking  syatum  iu  difl&reut  cuuntriea.  Aud,  ainoo  an;  scrioua 
mistake  in  the  apportionment  of  silver  coinage  among  the  combiniug  countries 
would  render  the  country  on  which  an  excess  of  silver  was  impoRod  liable  to  a 
drain  of  gold,  I  think  that  tliu  difBcoIties  of  forming  and  maintaining  sacb  an 
iBternbtional  agreement  as  M.  Wairas'  scheme  requires  would  be  quite  in- 
suporabk— tit  least  for  a  long  timu  to  oowe. 
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that,  for  some  reason  or  other,  the  extra  gain  that  bankers 
would  make  if  free  issue  of  baak-notes  were  allowed  would  not 
be  transferred  to  the  consumers,  by  a  more  abundant  and  cheap 
supply  of  the  conveniences  of  banking.  As  regards  (2)  it  is,  as 
we  have  seen,  theoretically  possible  that  this  transfer  might  not 
take  place :  the  extra  gains  might  (a)  be  retained  by  the  banks 
so  far  aa  circumstancea  exempt  them  from  competition,  or  (6) 
might  be  divided  among  an  excessive  number  of  competing 
businesses,  so  as  to  reduce  average  profits  but  not  charges.  I  do 
not,  however,  know  any  adequate  grounds  for  supposing  that 
these  effects  would  occur;  or  that  competition  would  nut  operate 
in  the  normal  way. 

As  regards  point  (1),  it  certainly  seems  that  the  business 
of  issuing  notes  and  giving  coin  for  them  on  demand  is  of 
the  routine  character  suited  to  governmental  management;  as 
admitting  of  being  conducted  safely  under  &xed  rules,  by  which 
(e.g.)  the  amount  of  reserve  to  be  kept  is  once  for  all  deter- 
mined' :  and  a  solvent  Government  seems  to  have  an  impor- 
tant advantage — as  compared  with  private  enterprise  pure  and 
simple — in  being  able  to  provide  more  complete  security  at  a 
smaller  expense  of  reserve  :  partly  from  the  generally  greater 
stability  of  Qoveinments,  partly  because  a  Government,  in 
the  last  resort,  can  suspend  paymeut  and  yet  keep  its  notes 
current.  And  this  completer  security  is  important  not  only 
because  the  greater  confidence  that  a  safe  currency  inspires  is 
likely  to  increase  its  general  use;  but  especially  for  the 
protection  of  the  poor  and  ignorant  persons  who  would  be 
unable  to  inquire  into  the  circumstances  of  the  different  banks 
whose  notes  they  accept. 

These  reasons,  I  think,  seem  to  me  to  weigh  heavUy  against 
absolutely  unregulated  issue :  it  seems,  however,  that  adequate 
security  might  be  provided  for  the  ordinary  note-holder'  by 
merely  placing  private  issues  under  strict  goverumeutal  regula- 
tion, while  stUl  leaving  to  private  enterprise  the  determination 


>  I  do  not  mean  to  affirm  that  this  is  the  most  economical  mode  of  con- 
dnoting  the  bosineas  of  issuing  notes.  As  I  aball  presently  explain,  there  are 
strong  reasons  for  holding  that  a  more  elaatic  system  woald  bo  more  ecouomical. 

*  I  distinguiah  the  '■  ordinary  note-holder '  from  the  mau  of  buaiiieaa  who  ia 
ohiefly  liable  to  sufier  from  a  tinaneial  urisis. 
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ot*  the  amount  of  notes  and  the  proportion  of  reserve  required 
from  time  to  time.  Thus — to  adopt  a  suggestion  made  by  Mr 
11.  H.  Patterson' — bank-notes  might  be  issued  h\j  Government, 
but  for  any  bank  requiring  them,  without  limit,  but  subject 
to  the  condition  that  their  value  should  be  covered  by  a 
deposit  of  Government  securities  exceeding  the  nominal  value 
of  the  notes  by  an  amount  sufficient  to  obviate  any  danger 
of  loss  from  depreciation  of  the  securities.  The  bank  for 
which  such  notes  were  issued  should  be  solely  responsible 
for  the  payment  of  gold  for  the  notes;  but  they  should  be 
legal  tender  until  the  bank  stopped  payment.  Whenever  a 
bank  stopped  payment,  its  deposited  securities  would  be  at 
the  disposal  of  the  Qovemment  for  the  payment  of  the  note- 
holders:  the  notes,  in  fact,  would  become  practically  a  kind  of 
exchequer  bills ;  and  they  would  probably  continue  to  circulate 
in  this  condition.  But  even  if  they  did  not  circulate  the 
ordinary  note-holder  would  at  any  rate  suffer  no  serious  loss 
from  the  collapse  of  the  bank  responsible  for  them. 

Supposing  the  value  of  any  note  to  be  secured,  either  in 
this  way  or  by  full  goveniraental  responsibility,  there  would 
seem  to  be  no  ground  for  prohibiting  the  issue  of  notes  below 
a  certain  amount ;  unless  such  issue  should  be  found  to  carry 
•with  it  inevitably  a  material  increase  of  forgery,  which  the  ex- 
perience of  Scotland  docs  not  lead  me  to  anticipate.  Apart 
from  this  latter  danger,  the  issue  of  small  notes  is,  of  course, 
an  economic  advantage  to  the  bankers  directly,  and  indirectly — 
we  may  assume — to  their  customers ;  no  less  than  the  issue  of 
notes  for  larger  amounts  ia. 

But  although  it  seems  manifestly  possible,  by  such  regula- 
tion as  that  above  suggested,  to  protect  the  ordinary  note-holder 
from  material  loss ;  I  hardly  think  that  this — or  auy  other 
scheme  for  mere  regulation  of  issues,  as  contrasted  with  absolute 
limitiition  through  State  monopoly — wouhl  adequately  secure 
the  result  for  which  the  commercial  world  is  most  keenly  con- 
cerned, by  providing  a  supply  of  good  money  in  a  financial  crisis 
to  fill  the  gap  caused  by  a  general  collapse  of  credit.  It  may  be 
urged  that,  as  things  are,  the  agony  point  of  such  a  crisis  in 
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London  is  reached  by  the  Bank  of  England  declining  to  lend 
even  on  Government  securities,  and  that  the  dread  of  this  point 
has  a  ceilain  tendency  to  realize  itself,  as  it  intensifies  the 
earlier  stages  of  the  crisis :  and  it  may  be  thought  that  such  a 
scheme  as  the  above  would  remove  this  dread,  as  it  would 
enable  any  bank  to  obtain  legal  tender  by  depositing  its  own 
Government  securities.  And  I  should  admit  it  to  be  quite 
po.s.sible  that  the  pressure  of  a  crisis  might  in  this  way  receive 
timely  relaxation,  so  that  the  crisis  might  pass  ofiF  without 
reaching  the  worst  stage ;  but  I  do  not  see  how  we  can  be 
assured  that  this  would  liappen;  white  if  the  worst  stage  were 
reached,  if  the  crisis  became  panic,  the  weak  side  of  the  pro- 
posed system  of  legal  tender  notes  would  become  manifest. 
Every  one  would  fear  that  the  particular  bank  responsible  for 
his  notes  might  stop  payment,  and  thereby  reduce  his  notes  to 
the  condition  of  mere  Government  debts,  not  immediately  and 
certainly  available  for  meeting  liabilities;  there  would  therefore 
be  a  serious  danger  of  a  general  run  for  gold,  and  general  ruin. 
This  danger  is  avoided  under  the  existing  system  in  England ; 
since  no  one  is  afraid  of  the  insolvency  of  the  Issue  Department 
of  the  Bank  of  England,  even  when  the  limitations  on  issue 
in  the  Bank  Charter  Act  of  1S44  arc  temporarily  suspended — 
as  has  been  the  case  in  the  three  chief  crises  that  have  occurred 
since  ISi*'.  And  it  appears  to  me  that  only  notes  issued  by 
Government,  or  by  a  bank  which  was  understood  to  be  practi- 
cally secure  of  the  support  of  Government  in  the  ultimate  resort, 
would  have  the  unique  quality  required  to  resist  the  worst 
storms  of  distrust  that  experience  shows  to  be  possible. 

§  9.  There  seem  to  me,  therefore,  to  be  strong  general 
reasons  for  keeping  the  function  of  issuing  notes — and  of  pro- 
viding a  reserve  of  gold  for  their  conversion— under  the  respon- 
sibility of  Government;  instead  of  merely  regulating  the  issue 
on  some  such  plan  as  that  above  proposed.  If,  however,  we 
yield  to  these  reasons  and  assume  that  it  is  desirable  to  have  a 
monopolized  issue  of  notes,  sustained  (in  the  last  resort)  by  the 
credit  and  authority  of  Government,  in  order  to  guard  against  the 
extreme  perils  of  a  panic  ;  it  is  manifest  that  a  step  in  goveru- 

'  The  Issue  Departuieut  is  required  b^'  tliu  act  to  keep  gold  correspondiug  to 
all  the  aotes  circulated,  bcyund  n  certain  taiiuijiuia, 
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mental  interference,  beyond  what  we  have  so  far  expressly  con- 
sidered, will  become  necessary.  For  in  order  that  thia  end  may  be 
attained,  in  order  that  the  abnormal  is-siies  of  notes  required  in 
a  panic  may  be  properly  managed,  the  Government  must  under- 
take— directly  or  indirectly — not  merely  the  function  of  buying 
gold  with  notes  and  redeeming  notes  with  gold,  but  also  the 
function  of  lending  notes  on  adequate  security.  Thus  the  depart- 
ment that  issues  notes  miist  either  (1)  become  a  regular  bank, 
or  (2)  be  prepared  to  perform  from  time  to  time,  under  specially 
difficult  circumstances,  the  most  delicate  and  important  part  of 
the  work  of  a  bank ;  nr  (3)  it  must  constitute,  or  enter  into 
alliance  with,  some  individual  bank  doing  ordinary  banking 
business,  and  entrust  these  duties  to  its  management.  The 
third  of  these  courses  seems  the  best;  since,  in  the  first  place, 
the  business  of  lending  money  on  credit  does  not  seem  to  be 
generally  more  suitable  to  governmental  management  than  any 
other  branch  of  commerce;  rather  it  would  seem  to  require  the 
close  and  keen  observation  of  the  state  of  trade  generally,  and 
of  individual  traders,  which  it  is  the  special  advantage  of  private 
enterprise  to  call  forth.  And,  secondly,  a  department  that  had 
no  regidar  banking  business  at  ordinary  times,  would  hardly  be 
likely  to  have  the  knowledge  and  traiuoil  skill  rei[uired  for 
solving  correctly  difficult  problems  of  banking  at  special  crises  •, 
it  would  have  to  depend  on  the  advice  of  outsiders,  liable  to  be 
biassed  by  urgent  private  interests.  But  even  the  establishment 
of  a  bank  in  special  connexion  with — though  not  a  department 
of — Government  tends  to  produce  very  important  incidental 
effects  on  the  banking  system  of  the  country.  The  unique 
security  that  such  a  governmental  bank  affords  to  depositors 
gives  other  banks  an  inducement  to  use  it  for  the  custody  of 
their  reserves;  money  lodged  with  the  governmental  bank  is 
thought  as  safe  as  money  in  a  strong  box,  and  lesa  troublesome  ; 
transfers  of  suras  in  its  books  are  a  very  convenient  mode  of 
settling  accounts  among  banks;  and  thus  bankers  slide  naturally 
into  the  '  one-reserve  system '  that  actually  exists  in  England. 
It  must  be  admitted,  I  think,  that  this  system,  increasing  as  it 
does  the  instability  of  the  vast  edifice  of  credit  that  is  supported 
on  this  small  basis  of  gold,  renders  the  danger  of  crisis  and 
panic  proportionally  greater ;  that  is,  the  very  need,  of  which 
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the  existence  (as  we  have  seen)  forms  the  main  justification  for 
governmental  interference  with  banking,  must  be  partly  at- 
tributed to  that  interference  itself  On  the  other  hand  the 
same  interference  must  to  an  equal  extent  be  credited  with  the 
merit  of  the  system,  which  lies  in  its  economy ;  it  enables  a 
vast  banking  business  to  be  tiansacted  at  a  small  expenditure 
in  metallic  reserve :  and  therefore  those  critics  of  our  Bank  Act 
of  1844  who  complain  of  the  large  amount  of  gold  lying  idle  in 
the  vaults  of  the  Bank  of  England,  ought  at  any  rate  to  recog- 
nise that  the  aggregate  expense  incurred  by  the  community  in 
keeping  gold  is  less  than  it  would  probably  be  undt-r  a  system 
of  free  banking,  under  which  tlie  leading  banks  (at  any  rate) 
would  be  likely  to  keep  each  its  own  reserve. 

This  does  not  of  tiourse  prove  that  the  metallic  reserve 
actually  kept  under  the  English  systt^ra  might  not  be  safely 
reduced  ;  or  that  it  might  not  be  turned  to  better  accoimt,  if 
the  connexion  between  the  Government  and  what  we  have 
called  the  'govcmmcnt-al  bank'  were  established  on  a  different 
plan.  Indeed  it  seems  evident  that  if  the  Bank  of  England 
had  full  discretion  in  detenniiung  the  proportion  of  reserve  to 
notes  issued,  it  would  at  least  have  the  fjower  of  performing  its 
fimctions  in  a  manner  more  advantageous  to  the  community 
than  at  present.  To  show  this,  we  will  suppose  that  the  Bank  is 
now  keeping  practically'  about  eleven  millions  of  metallic  reserve 
to  meet  the  liabilities  of  the  banking  department,  and  about  ten 
millions  more  to  meet  those  of  the  Issue  Department.  Under 
the  present  strict  regulation  of  the  Issue  Department  this  latter 
reserve  cannot  be  used  lor  banking  purposes,  so  that  its 
existence  does  not  give  any  additional  strength  to  the  banking 
department ;  hence  any  given  drain  of  gold  acts  on  the  banking 
reserve  with  much  greater  force  than  it  would  ordinarily  exercise 
if  the  bank  were  left  free  to  treat  the  two  reserves  as  one. 
Hence  it  would  seem  that  if  the  Bank  were  imfettered.  the  rate 
of  discount  would  ceteris  panbus  be  decidedly  less  liable  to  be 
aflfected  by  slight  and  transient  movements  of  gold  than  is  now 
the  ca.se ;  so  that  the  rapid  and  large  fluctuations  in  interest, 

'  Of  course  the  reserve  in  the  Bankintt  Departnicnt  iictually  consista  mainly 
of  notes ;  but  the  result  is  practically  that  stated  iu  the  text,  since  gold  corre- 
gpondiag  to  these  notes  is  kept  in  the  Issue  Depiurtmcnt, 
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which  are  recogius«fl  as  a  bad  result  of  our  existing  system, 
would  be  reduced,  other  things  being  the  same.  On  the  other 
hand  it  is  bold  to  assume  that  other  things  would  remain 
the  same :  or  rather — fur  the  present  reserve  may  bu  too 
large — that  the  Bank  would  take  all  duo  precautions  to  avoid 
the  risk  of  having  to  suspend  payments.  Indeed  when  we 
consider  merely  from  an  abstract  point  of  view  the  proposal  to 
give  a  particular  joint-stock  company  an  exclusive  privilege  of 
issuing  not-es  the  value  of  which  will,  in  the  last  resort,  be  sus- 
tained by  the  authority  of  Grovemment,  without  subjecting  ita 
GxercLse  of  this  privilege  to  any  governmental  control  whatsoever ; 
it  certainly  appears  a  very  hazardous  measure.  If  we  suppose 
the  Bank  to  be  governed  by  the  vulgar  desire  of  private  gain,  it 
will,  in  determining  the  jjroportion  of  notes  to  reserve,  consider 
the  risk  to  itself  and  not  the  risk  to  the  community  ;  and  though 
the  danger  to  itself  from  an  inadequate  reserve  would  be  serious, 
it  would  be  less  than  in  the  case  of  an  ordinary  bank — since  we 
have  supposed  that  Government  would,  in  the  last  resort,  inter- 
vene to  sustain  the  currency  uf  the  notes. 

It  remains  to  consider  briefly  whether,  suppasing  that  there 
is  a  legally  determined  normal  limit  of  the  uncovered  note- 
issue,  it  is  desirable  that  the  relaxation  uf  this  restriction  should 
be  only  obtainable — as  in  England — by  irregtiliir  gttvenmiental 
interference,  or  that  it  shall  be  regularly  pnrchjiseabte  by  the 
Bank.  If  the  price  of  the  relaxation  were  placed  sufiicieutly 
high,  if  (e.g.)  the  bank  had  to  pay  5  per  cent,  for  any  excess  over 
the  normal  amount  of  uncovered  note-issue,  the  difference  between 
the  two  plans  would  seem  to  be  chiefly  political  rather  than 
economical :  neither  resource  would  be  brought  into  play  except 
in  an  extreme  emergency,  but  the  former  would  have  the 
advantage  of  avoiding  the  bad  constitutional  precedent  set  by 
the  irregular  suspension  of  a  law.  But  the  former  measure 
would  work  very  diflferently,  if  the  i)rice  paid  were  so  small 
that  the  extra  issue  could  be  counted  on  as  an  ordinary  mode 
of  relieving  the  pressure  on  the  money-market ;  such  a  regular- 
tioii  would,  I  think,  be  an  awkward  combination  of  control  and 
freedom  ;  just  when  the  Bank's  relations  with  the  commercial 
world  became  most  difficult  and  delicate,  the  respousibility  for 
yielding  to  the  pressure  for  loans  would  be  partly  taken  oflF  its 
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shoulders  by  what  would  appear  to  be  express  governmental 
provision  for  extended  issue, 

I  have  said  that  that  part  of  an  ordinarj'  banker's  function 
which  consists  in  lending  money  to  traders  and  other  employers 
of  capital  is  not  a  business  in  which  governmental  management 
is  likely  to  have  any  special  advantage.  On  the  other  hand,  as 
a  borrower  of  money  the  Government  of  a  well-ordered  and 
prosperous  community  is  able  to  give  a  higher  degree  of  security 
to  its  creditors  than  even  a  large  joint-stock  company  can  do. 
Hence  governmental  agency  is  specially  adapted  for  taking 
charge  of  the  savings  of  persons,  to  whom  security  is  generally 
of  more  importance  than  high  interest,  whether  such  savings 
take  the  simple  form  of  depositing  money,  or  the  more  compli- 
cated form  of  payment  for  life-insurance,  purchase  of  annuities, 
&c.  Moreover  there  are  particular  departments  of  the  business 
of  lending,  where  the  risk  may  be  reduced  to  a  small  amount, 
which  apfjear,  from  their  routine  character,  to  be  not  ill  suited 
to  governmental  management.  Thus  there  seems  to  be  no  par- 
ticular reason  why  Government  should  not  lend  money  on  the 
aecurity  of  laud,  as  I  shall  presently  notice  ;  or  even,  for  short 
periods,  on  moveable  pledges,  the  value  of  which  is  not  likely  to 
change  materially  in  a  short  time  nor  dithcult  to  ascertain  ap- 
proximately: and  in  fact  experience'  renders  it  probable  that, 
by  establishing  a  governmental  monopoly  of  pawnbrokiug,  loans 
can  be  remuneratively  made  to  the  poor  on  eaaier  terras  than 
open  competition  would  enable  them  to  secure.  There  is  the 
further  argument  for  such  a  governmental  monopoly  that  it  con- 
siderably decreases  the  difficulty  of  preventing  pawnbrokers  fiom 
becoming  practically  receivers  of  stolen  goods', 

§  10.  I  pass  to  notice  certain  important  cases  in  which  the 
interference  of  Govenmient  has  been  widely  exercised  and  still 
more  extensively  solicited  jjartly  in  the  interest  of  production ; 
biit  also  largely  with  a  view  to  other  ends — the  relief  of  distress, 
the  increase  of  political  security  and  stability,  the  amelioration 
of  the  moral  or  intellectual  condition  of  large  classes  of  citizens. 


'  See  statistics  given  in  an  article  on  Pavinbroking  at  Home  and  Abroad,  by 
Rev.  W.  Edwards,  in  Xindeenth  Century,  Juue,  1881 — observing,  however,  that 
the  Monta-de-Pi6t6  in  France  ore  only  partially  self-supporting. 

*  The  tliatribatiooal  arguments  for  these  measures  will  be  notioed  in  oh.  vii, 
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or  the  attainracut  of  certain  ideal  aims  of  social  human  progress. 
The  dejmrtinents  to  whiuh  I  rcfiT  may  bo  briefly  indicated 
by  the  names  Education,  Emigration  and  Land-tenure; — the 
last  two  being  to  some  extent  connected.  I  shall  here  consider 
them  merely  from  a  pi'oductional  point  of  view. 

Of  these  departments  the  first  is  undoubtedly  the  most 
important,  if  we  take  the  term  in  an  extended  sense,  to  include 
all  institutions  or  regulations  for  the  promotion  of  culture,  either 
of  adults  or  of  children.  1  have  before  observed,  that — 
though  the  same  machinery  may  partly  serve  the  two  pur- 
poses,— still  the  principles  on  which  Ciovernment  intervenes  in 
the  education  of  children  are  importantly  different  from  those 
upon  which  its  assistance  is  claimed  for  the  intellectual  improve- 
ment of  atlults.  From  the  fundamental  assumptitm  of  the 
system  of  natural  liberty,  that  a  man  is  the  best  guardian  of  his 
own  interests,  it  by  no  mean.s  follows  that  he  is  the  best  guardian 
of  his  children's  interests  ;  and,  in  fact,  in  the  freest  of  modem 
communities,  it  is  found  necessary  to  sustain  by  legal  sanctions 
the  parent's  obligation  to  provide  even  for  the  material  wants  of 
his  children.  It  i.s,  therefore,  no  contravention  of  natural  liberty 
-^so  far  at  least  as  it  i.s  maintained  in  the  intere.st  of  production — 
to  secure  them  a  minimum  of  education  by  the  same  legal  com- 
pulsion. But  the  expense  of  this  education,  if  not  artificially 
reduced  by  pecuniary  aid  from  Government,  would — in  almost 
any  civilized  society — be  so  serious  a  burdeu  on  the  poorest 
class,  that  it  would  be  practically  impossible  to  make  the  com- 
pulsion universal :  and,  as  was  before  pointed  out,  the  community 
derives  an  economic  gain'  from  the  education  of  its  younger 
members — so  far  as  they  are  thereby  rendered  more  efficient 
labourers — which  the  self-interest  of  private  employers  can- 
not be  relie.d  upon  to  provide,  owing  to  the  difficvilty  of 
appropriating  the  advantage  of  the  increased  eflRciency.  Hence 
a  national  provision  for  education  may  to  some  extent  be  con- 
sidered and  justified  as  a  measure  for  improving  national 
production.  The  in.stniction,  however,  that  is  thus  made 
compulsory  and  artificially  cheap  on    this  principle  should  be 


'  It  may  b«  obRerred  that  a  certain  portion  of  tbiH  gain  to  the  Commnnity 
.vill  tend  to  appear  as  a  definite  national  gain  to  the  national  exchequer,  in 
onnspqnenoe  of  the  incrpftRPd  taxes  paid  h_v  (hr  more  pro<liictiTe  labourers. 

s.  i:  E.  .'io 
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strictly  confined  to  imparting  aptitudes  of  incontestable  utility 
to  industry  ;  and  whatever  it  is  made  universally  obligatory  to 
acquire  should,  of  course,  be  universally  useful. 

But  further;  there  may  be  the  same  general  economic  justi- 
fication for  clieapening  by  g^>vernmental  aid  the  special  training 
required  for  skilled  labour,  as  there  is  for  cheapening  elementary 
general  education  :  that  is,  the  community  mny  gain  an  adequate 
return  for  its  expenditure  in  the  greater  abundance  and  better 
quality  of  the  skilled  labour  so  provided  Tliis  argument  would 
hold,  independently  of  any  assumption  that  natural  liberty  is 
not  likely  to  provide  the  right  kind  of  training  for  those  who 
can  afford  to  pay  for  it.  In  fact,  however,  this  assumption  has 
been  very  generally  made  by  those  who  have  defended  or 
solicited  the  intervention  of  modern  Governments  in  the  prepa- 
ration for  various  trades  and  professions.  Even  in  the  case  of 
the  lower  kinds  of  skilled  labour,  it  is  widely  held  that  the 
traditional  custom  of  learning  a  trade  by  apprenticeship — 
i.e.  by  mere  practice  and  the  casual  intermittent  insti-uction 
that  persons  engaged  in  the  work  can  find  time  to  give  to 
beginners — has  actually  led  to  very  unsatisfactory  results :  that 
the  skill  thus  acquired  tends  to  be  mechanical  and  unprogressive, 
and  not  even  so  cheap  as  it  appears,  owing  to  the  long  tinie 
spent  in  its  acquisition  :  and  that  therefore  it  is  a  socially  remu- 
nerative employment  of  public  money  to  organize  and  artificially 
cheapen  systematic  techniaal  instruction'.  In  the  case,  again, 
of  the  higher  kinds  of  skill  required  for  what  are  called  the 
learned  professions,  the  incapacity  of  ordinary  persons  to  judge 
of  such  skill  has  been  generally  recognised  as  a  ground  for 
governmental  interference  to  ensure  a  certain  degree  of  com- 
petence in  recognised  members  of  these  professions :  and  most 
civilized  Governments  have  not  been  content  to  secure  this  by 
requiring  certain  examinations  to  be  passed  by  such  persons ; 
they  have  also  given  salaries  to  teachers  appointed  to  impart 
the  required  knowledge  at  low  charge,  iu  universities  or  other- 
wise. A  modern  university,  however,  is  not  merely  an  institu- 
tion for  imparting  special  kinds  of  knowledge  for  professional 
purposes;   it  has  also   the   function   of  advancing   knowledge 

'  ThiB  view  has  gained  groand  coniidernblj  in  England,  nnee  the  pnblication 
— ■□  1888— of  the  firut  t^ttjon  of  this  treatixe. 
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generally  aud  facilUatiiig  its  acquirerneut  by  students  whose 
aims  are  purely  scientific.  This  speculative  pursuit  of  know- 
ledge ia  to  a  large  extent — and  to  an  extent  incapable  at  any 
given  time  of  being  definitely  determined — indirectly  useful  to 
industry ;  atid  since,  as  was  befure  noticed,  its  results  cannot 
usually  be  appropriated  aud  sold,  there  is  an  obvious  reason  for 
remunerating  the  labour  reipiired  to  produce  these  results,  and 
defraying  the  expenses  incidental  to  the  work,  out  of  public 
funds, — at  any  rate  if  a  provision  adeqtiate  for  the  purpose  is  not 
available  from  private  sources. 

Besides  oral  instruction,  in  modern  times,  access  to  books 
J9  a  most  important  means  of  spreading  and  ailvancing  know- 
ledge. Libraries,  indeed,  are  among  the  essential  instruments 
of  academic  teaching ;  but,  as  has  been  strikingly  said,  a  library 
apart  from  oral  instruction  is  itself  a  cheap  university.  The 
institution  of  free  libraries  and  museums  supported  at  public 
expense  is  perhaps  most  frequently  advocated,  just  as  a  national 
provision  for  elementary  or  higher  education  i.«,  from  a  distribu- 
tional point  of  view,  as  a  harmless  and  salutary  form  of  com- 
inunism  ;  still  the  great  indirect  advantage  that  the  community 
gains  through  the  general  spread  of  intelligence,  and  especially 
through  facilitating  the  acquirement  of  knowledge  by  exception- 
ally gifted  persons,  is  at  any  rate  an  important  consideration 
from  the  point  of  view  of  production.  And  even  in  the  case  of 
galleries  and  museums  of  Art  this  consideration  comes  in  to 
some  extent,  so  fur  as  artistic  cultivation  improves  artistic 
production. 

Before  leaving  this  subject  it  should  be  observed  that  by  far 
the  most  extensive  application  of  public  funds  to  tho  culture  of 
adults,  inmost  modern  European  communities,  consists  of  a  pro- 
vision for  religious  worship  and  instruction.  It  would,  however, 
be  obviously  incongnious  to  dwell  on  this  in  the  present  con- 
nexion :  and  in  fact  the  interference  of  the  State  for  this  purpose, 
considered  from  a  purely  secular  point  of  view,  is  rather  to  be 
justified  on  account  of  the  value  of  the  clergy  as  "spiritual 
"police", — that  is,  from  the  indirect  aid  given  by  them  to  tho 
necessary  govemmcntai  function  of  preventing  crime. 

§  11.  I  pass  to  consider  the  interference  of  Government 
in  order  to  promote  or  regidate  the  migration  nf  luiman  beings 

30-2 
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from  densely  populated  districts  to  others  that  are  wholly  or 
partially  unoccupied.  Such  interference  has  soiuetimes  been 
prompted  by  considerations  not  primarily  economic  ;  thus  the 
colonization  of  a  region  forcibly  annexed,  or  unable  to  resist 
the  intrusion  of  strangers,  has  been  fostered  in  order  to  facilitate 
or  confirm  a  con<}uest  of  territory:  on  the  other  hand,  in  some 
countries  the  immigration  of  foreigners  generally,  or  of  persons 
of  alien  race  or  religion,  has  been  prohibited  or  hampered, 
in  order  to  protect  the  native  civilization  from  the  intrusion  of 
subversive  elements;  elsewhere,  ngain,  immigration  of  a  certain 
kind  has  been  encouraged  in  the  interests  of  morality  and 
social  well-being — as  (e.g  )  when  female  immigration  has  been 
promoted  to  prevent  a  great  inequality  of  the  sexes  in  a  new 
coluuy.  The  grounds  and  limits  of  such  kinds  of  interference 
it  is  beyond  my  province  to  discuss  ;  and  the  same  may  be  said 
of  the  measures  now  taken  by  our  Government  to  secure  the 
sea-worthiness  of  ships,  and  the  sufficiency  of  their  supply  of 
provisiouSj  water,  medicine,  &c.  ;  since  these  latter  regulations 
belong  to  the  class  of  interferences  for  other  than  strictly 
economic  ends,  which  were  briefly  surveyed  in  the  preceding 
chajjler.  Confining  ourselves  to  such  governmental  encourage- 
ment or  control  of  emigration  as  has  been  undertaken  or  recom- 
mended on  distinctly  economic  grounds,  we  may  regard  it 
generally  as  a  case  closely  parallel  to  that  of  education,  which 
we  have  just  been  considering:  the  principle  of  either  kind  of 
interference  is  that  there  is  a  possible  gain  to  the  community, 
— which  iaisser  /aire  is  not  likely  to  realize, — through  the  in- 
crease of  the  eflBciency  of  certain  labourers,  in  the  one  case 
by  developing  their  personal  aptitudes,  in  the  other  by  placing 
them  in  more  favourable  outward  circumstances.  In  the  case 
of  emigration,  however,  the  distribution  of  this  common  gain 
among  the  various  classes  of  persons  affected  usually  admits  of 
being  somewhat  more  definitely  foreseen  than  in  that  of  edu- 
cation. If  the  benefit  consisted  exclusively  in  an  increase  of 
income  to  the  emigrants  themselves,  it  would  hardly,  I  con- 
ceive, be  proposed  to  defray  their  expenses  out  of  the  general 
taxes.  But  this  supposition  is  very  unlikely  to  be  realised 
in  practice.  In  the  first  place,  supposing  the  region  of  immi- 
gration and  that  of  emigration  »o  have  the  .same  government 
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the  increased  taxes  subsequently  paid  by  the  immigrants  would 
generally  yield  the  public  a  certain  return  on  the  cost  of  con- 
veying tliein ;  against  this,  however,  we  have  to  set  tlie  in- 
ci-eaJied  expenditure  required  for  the  adequate  fulfilment  of  the 
functions  of  Government  towimta  the  iruniiqrantH  vkuIit  their 
changed  etirumstances;  and  since  it  is  generally  reasonable  to 
suppose  that  a  certain  portion  of  the  as.sisted  inunigrants  would 
have  come  at  their  owu  expense  if  they  could  have  got  no  aid 
from  Government,  it  would  only  be  under  very  special  circum- 
stances that  the  increment  of  taxes  really  due  to  the  outlay 
of  Government  in  assisting  them  would  amount  to  full  interest 
on  the  outlay.  But  generally  speaking,  when  emigration  is 
successful,  measurable  advantages  accrue  from  it,  over  and 
above  this  increment  of  taxation,  to  other  members  of  the 
community,  or  to  the  community  as  a  whole. 

Here  it  is  important  to  distinguisii  (1)  the  advantages 
gained  by  persons  who  enipluy  the  immigrating  labourers, 
(2)  the  gain  of  tlinse  who  exchange  products  with  them,  either 
as  ultimate  consumers  or  for  purposes  of  tratle  and  pnKluetion, 
and  (3)  the  relief  obtained  from  overcrowding.  In  England, 
extensive  schemes  of  governmental  aid  to  emigration  have  often 
been  strongly  supported  with  a  view  to  this  la.st-menlioued 
benefit;  but  there  is  an  obvious  danger  that  the  relief  obtained 
by  any  one  such  measure  would  be  merely  temporary,  and,  if 
the  aid  were  continually  renewed,  would  produce  comparatively 
little  remedial  effect,  since  it  would  operate  mainly  as  a  partial 
removal  of  the  checks  that  normally  keep  down  [jopulation  in 
an  overcrowded  district.  Nor  can  even  temporary  relief  from 
overcrowding  be  thus  secured,  if  free  imtnigratiou  is  allowed 
into  the  district  from  which  emigration  is  being  promoted ; 
unless  the  overcrowding  hiis  forced  the  remuneration  of  labour 
there  to  a  level  clearly  below  that  of  all  other  districts  from  which 
iramigratiou  tijither  is  possible.  Hence  any  large  supply  of 
governmental  funds  to  emigrants,  considered  merely  as  a  relief 
to  the  pressure  of  population  in  the  region  of  emigration,  is 
only  to  be  recommended  as  an  exceptional  eleemosynary  measure, 
in  case  of  unexpected  and  abnormal  distress.  On  the  other  hand 
during  the  long  sway  of  the  '  Colonial  Policy  '  that  Adam  Smith 
assailed,  the  chief  advantage  derived  by  the  niutlier  countrv' 
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from  colonization  was  generally  understood  to  consist  in  the 
extension  of  tratle  that  it  brought  about :  and  no  doubt  this 
gain,  if  the  colony  flourishes,  is  geuerally  likely  to  be  in  the 
long  run  considerable';  but  it  can  rarely  be  sufficiently  certain 
and  definite  to  render  it  anything  like  a  profitable  outlay  for 
a  coinnmuity  to  send  out  colonists  at  the  public  expense,  for 
the  sake  of  the  profit  of  their  trade  to  thu  mother  country. 
There  remains,  as  the  clearest  economic  gain  resulting  from 
emigration  to  others  besides  the  emigrants,  that  which  accrues 
to  the  owners  of  land  and  employers  of  capital  in  the  region 
of  immigration  ;  the  resources  of  this  region  being  supposed  to  be 
80  far  undeveloped,  that  considerable  additions  to  the  labour  and 
capital  employed  in  it  nmy  be  made,  with  an  increasing  rather 
than  diminishing  return  to  both.  At  first  sight  tliis  would 
seem  to  be  a  reason  for  leaving  the  business  of  introducing  emi- 
grants to  the  private  cnterpriseof  the  landowners  and  capitalists 
who  might  obtain  a  full  return  for  it  in  labour;  but  there  is  a 
serious  obstacle  to  ])rivate  enterprise  in  the  uncertainty  of  the 
profit  on  such  outlay  to  any  individuttl  capitalist,  owing  to  the 
difficulty  of  enforcing  labour-contracts  for  a  considerable  term 
of  years, — especially  in  a  very  thinly  inhabited  country — without 
introducing  somelhing  like  temporary  serfdom.  Hence,  sup- 
posing all  such  serfdom — even  of  criminals  or  men  of  lower 
race — to  be  excluded  on  moral  or  pohtical  grounds,  the  inter- 
vention of  the  public  purse  is  likely  to  be  necessary  for  the 
eflfective  introduction  of  the  required  labour. 

§  12,  This  intervention  will  be  facilitated,  if  the  unoccupied 
lands  of  the  region  of  immi^ratiim  are  owned  by  the  community, 
so  that  the  sale  or  lease  of  them  supplies  a  fund  from  which  the 
expense  of  importing  colonists  may  be  defrayed,  And  in  fact 
(as  I  before  noticed)  the  question  of  governmental  aid  to 
immigration  has  had  a  close  historical  connexion  with  the 
regulation  of  the  acquisition  of  land  in  a  new  coimtry.  Here 
the  theoretical  problem  of  determining  the  grounds  and  limits 
of  legitimate  interference  is  complicated  by  a  peculiar  diffi- 

>  The  extent  of  this  gain,  as  Merivalo  points  out,  will  be  very  different  in 
diCFereut  cases;  it  is  conceivable  that  large  numbers  of  cmife'raala  may  be  settled 
and  comfortably  maintained  is  a  colony,  where  the  net  produce  exported  is  yet 
eomparatively  insignifieant.    Cf.  On  Colonitation,  Lee.  ix.  and  xiiu 
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culty  of  deciding  what  is,  and  what  is  not,  interference;  or, 
to  put  it  otherwise,  what  precise  action  on  the  part  of  the 
Government  would  strictly  conform  to  the  principles  of  natural 
liberty.  At  first  sight  it  may  seem  that  in  new  coiintrics,  as 
Merivale'  argues,  "the  'natural'  course  of  settlement  ia  that 
'  *  which  would  take  place,  not  if  land  were  sold  at  the  eum  which 
"  it  will  fetch,  but  if  it  were  granted  away  without  any  purchase 
"at  all.  Free  grant  is  the  natural  system;  deviations  from 
"it.. .produce  artificial,  though  perhaps  very  useful  effects." 
But  tiiis  view  seems  to  me  to  overlook  the  peculiar  cbaracter- 
isticj  of  pro|>erty  in  land  which  render  it  impos-sible  or  mani- 
festly unreasonable  fur  Government  to  act  on  the  simple 
priuciple  of  securing  it  to  the  first  occupant.  In  the  first 
place,  how  shall  we  determine  the  extent  of  occupation  ?  it 
cannot  be  said  that  a  man  is  to  be  understood  to  occupy  what 
ho  is  able  to  use,  because  the  'use'  of  land  by  any  individual  may 
vary  almost  indefinitely  in  extent,  diminishing  proportionally 
in  inten.sity — e.g.  it  would  be  absurd  to  let  any  individual  claim 
possession  of  the  whole  ground  over  which  he  could  hunt,  as 
against  another  who  wished  to  use  it  for  pasturage ;  but  if  so. 
ought  the  shepherd,  again,  to  have  possession  as  against  a  would- 
be  cultivator,  or  a  cultivator  as  against  a  would-be  miner?  Even 
if  we  confine  our  attention  to  one  kind  of  use,  similar  difficulties 
occur:  there  is  no  natural  and  obvious  definition  of  the  quantity 
of  pastoral  land  useful  for  a  given  number  of  sheep  or  cattle,  or 
of  the  quantity  of  tillage-land  suitable  for  a  given  amount  of 
labour — especially  where  the  kind  of  tillage  roost  immediately 
profitable  is  that  which  exhausts  the  soil — or,  again,  of  the 
amount  that  a  miner  may  legitimately  claim.  The  settlement 
of  these  questions  must  in  any  case  require  the  intervention  of 
Government:  but,  apart  from  these  difficulties  of  detail,  the 
general  principle  of  allowing  complete  property  rights  to  the 
first  occupant  does  not  seem  properly  applicable  to  land.  For  the 
economic  ground  on  which  this  jural  principle  ia  based,  in  the 
case  of  the  produce  of  hunting,  fishing,  and  olher  occupations  by 
which  things  become  property  that  have  hitherto  been  unappro- 
priated, is  that  the  labour  of  search  and  pursuit  thus  receives  its 
natural  remuneration,  without  which  there  would  be  no  adequate 
>  Ok  Cotonijafion  (edition  of  1861)  Lee,  xiv.  p.  416. 
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inducement  to  perform  it:  but  no  such  labour  is  required  iu 
the  case  of  ordinary  land  in  a  new  country  ;  there  is  no  advan- 
tage to  the  community  iu  allov\-ing  the  first  comer  to  appropriate 
it  gratuitously  to-day,  if  some  one  else  is  likely  to  come  to-moiTow 
who  will  be  willing  to  pay  fur  it. 

It  seems,  in  short,  that  if  land  before  it  is  occupied  has  a 
market-value,  the  competition  of  the  market  is  the  'natural' 
method  of  determining  what  individual  is  to  possess  it,  the  price 
thus  obtained  belonging  naturally  to  the  community  ;  and  hence 
that — to  realize  Natural  Liberty — Govomment  must  undertake 
the  business  of  owning  it,  so  far  at  least  as  to  arrange  for  selling 
it  in  the  most  economical  way.  Nor  can  it  even  be  laid  down 
that  this  ownership  should  be  as  brief  as  possible,  and  should 
be  transferred  at  once  by  sale  to  the  highest  bidder.  Indeed, 
it  is  obvious  that  if  more  than  a  certain  limited  amount  of  land 
■were  offered  for  sale  at  once,  at  whatever  price  it  would  fetch, 
the  value  of  it  would  fall  so  low  that  the  practical  effect  would 
be  nearly  the  same  as  if  gratuitous  occupation  were  allowed  : 
and  if  it  be  said  that  it  shuuld  only  be  sold  to  those  who  can 
really  use  it,  the  before-mentioned  difficulties  arising  from  the 
great  variations  in  intensity  of  use  recur  in  a  different  form — 
e.g.  a  wealtliy  shepherd  could  use  a  large  province  at  the  rate 
of  100  sheep  per  square  mile,  which  is  taken  to  be  the  carrying 
capacity  of  pastoral  land  in  Queensland;  but  it  would  be  ob- 
viously unreasonable  to  let  him  have  a  province  for  private 
property  at  a  nearly  nominal  price,  if  in  a  few  years  the  progress 
of  colonization  is  likely  to  give  large  parts  of  the  same  land 
a  substantial  value  for  agricultural  purposes.  Rather  it  is  clear 
that  where  laud  is  likely  to  be  in  demand  both  for  agricultural 
and  pastoral  use,  the  claims  of  the  different  uses  can  only  be 
fairly  adjusted  by  allowing  the  shepherd  a  temporary  occupancy 
of  land  that  is  not  yet  required  for  agriculture. 

I  conclude,  therefore,  that  Government  is  acting  most  in 
accordance  with  the  principles  of  Natural  Liberty  if  it  allows  the 
alternative  of  sale  or  lease,  and  the  terms  of  either,  to  be  decided 
by  purely  commercial  con-sitlerations,  merely  endeavouring  to 
make  the  best  bargain  for  the  community  ?  But  if  so,  it  may  be 
fairly  argued  that  on  strictly  commercial  principles,  land  ought 
only  to  be  Bold  at  a  price  that  v\ill  include  the  present  value  of 
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the  future  increment  of  value  which  the  land  as  a  whole  is 
likely  to  receive  from  the  iucreased  numbers  and  wealth  of  the 
persons  residing  on  it  CertainW  it  seems  that  if,  as  seems 
probable,  individuals  are  not  sufficiently  interested  in  remote 
and  douhtfiil  gains  to  rate  this  prospective  increment  at  its  true 
value,  at  any  rate  during  the  earlier  stages  of  the  economic  life 
of  a  colony,  Government  ought,  during  this  first  period,  not  to 
sell  the  land  at  all,  but  only  to  let  it  on  lease.  On  the  other 
hand,  we  have  to  consider  that  it  may  be  even  tinancially  more 
advantageous  for  the  commuaity  to  sacrifice  immediate  gain  to 
the  end  of  promoting  immigration  by  offering  absolute  ownei-ship 
to  bond  fide  settlers;  and  actually,  in  the  colonization  of  England, 
the  greatest  colonizer  among  modern  communities,  the  financial 
interest  of  the  community  has  been  generally  subordinated  to 
this  latter  end. 

The  most  obvious  way  of  attracting  settlers  is  by  freely 
granting  laud,  or  selling  it  at  low  prices,  in  such  portions 
and  under  such  conditions  as  are  thought  likely  to  secure 
the  actual  cultivation  of  the  land.  This,  in  fact,  is  sub- 
stantially the  same  thing  as  paying  a  part  of  the  expenses 
of  the  transfer  of  emigrants  out  of  national  funds,  provided 
the  emigrants  were  of  the  class  that  would  in  any  ca.se  buy 
and  cultivate  land ; — since  it  obviously  makes  no  difference  to 
such  au  emigrant  whether  it  is  the  cost  of  his  journey  or  the 
cost  of  his  purchase  of  laud  that  is  artificially  cheapened  at  the 
public  expense.  In  practice,  however,  this  system,  in  the  form 
in  which  it  ]>revailed  generally  in  the  English  colonies  during 
the  I8th  and  the  first  quarter  of  the  lyih  century,  was  not 
effectually  guarded  from  being  perverted  to  the  profit  of  specu- 
lators': and  the  system  that  has  been  more  recently  adapted  of 
making  the  benefit  offered  to  settlers  to  con.sist  more  in  the 
deferring  of  payment  than  in  the  loweriug  of  price,  seems  in 
every  way  preferable. 

A  different  and  more  elaborate  plan  of  promoting  emigration 
through  the  sales  of  unoccupied  lands,  which  we  may  call  the 

'  e.g.  in  Lower  Canada,  the  regulation  restricting  the  amonnt  that  oottld 
b«  gmntcil  to  a  single  person  were  eo  eftectaall;  evaded  that  1, 435,000  acres 
were  made  oTer  to  about  00  individuals,  during  the  government  of  Sir  A.  Milne. 
(Merivale,  Lee.  xv. ) 
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Wakefieldian  system',  was  urged  upon  the  English  Government 
by  the  Colonization  Society  from  1830  onwards,  and  partially 

'  Tbc  influence  of  GibUon  Wnkeficld  on  English  Colonization  deserredly 
ooeupice  au  important  place  in  tlic  history  of  political  and  economic  speculation, 
no  lens  than  in  that  of  English  colonial  policy:  but  it  Heema  to  be  a  inatter  of 
considerable  difficult;  to  ascertain  exactly  the  fundamental  principles  or  cli&rac- 
teristica  of  his  syglnm.  Thus  Mill  (Pol.  Econ.  Book  v.  c.  xi.  §  14)  represents  it 
SB  an  essential  point  in  WakeQuld's  system  that  it  proraoten  concentration  of  set- 
tlementa;  aince  "  by  diminishing  the  eagerness  of  agricultural  <tpeculatore  to  add 
"  to  their  domain,  it  keeps  the  settlers  within  reach  of  each  other  for  purposes  of 
"  cooperation."  But  it  would  seem  that  the  "  uniform  price"  on  which  Wake- 
field insisted — as  compared  with  the  varying  price  that  would  result  from  sale  by 
auction — would  tend  against  concentration,  by  increasing  the  settler'a  indncc- 
ment  to  select  land  for  its  fertility  rather  than  for  its  gituation.  And  WakeAold 
bimself  (Viev)  of  the  Art  of  Colunitation,  Letter  lxtiii.)  expressly  disclaims  any 
wish  to  promote  concentratioti  of  settlements,  provided  that  combination  and 
constancy  of  labour  are  secured  to  each  settler  by  an  abundant  supply  of  lured 
labourers,  "With  resjKct  to  the  choice  of  land  for  settlement,"  he  write?,  "  the 
"settlers  most  be  the  best  judges...!  would  if  possible  open  the  whole  of  the 
"waste  land  of  the  colony  to  intending  purchasers... dispersion  or  concentration 
"  is  a  question  of  locality  alone."  Again,  it  was  not  really  an  essential  part  of 
Wakefield's  own  scheme  that  the  proceeds  of  the  sale  of  lands  should  be  devoted 
to  the  snpitort  of  emigration  ;  tliough  most  writers  on  the  subject  seem  to  regard 
this  as  quite  fundamental  to  it.  Mr  Merivale  even  speaks  of  this  {On  Coloni- 
tation,  Lee.  xjv.)  as  "  the  great  discovery  of  Mr  Wakefield;"  and  at  the  same 
time,  while  emphasizing  its  practical  valne,  urges  as  a  theoretical  objection 
against  Waktfield's  system  that  while  the  "  guflficient  price  "  of  which  he  habitu- 
ally Bpoke  had  to  serve  two  purposes, —  (1)  that  of  restraining  labourers  for  a 
Baflicteot,  and  not  more  than  sufficient,  time  from  the  acquisition  of  land,  and  (2) 
that  of  keeping  up  the  supply  of  labourers  by  gratuitous  importation — ^it  was 
nowhere  shown  tliat  the  price  adequate  for  the  one  purpose  might  not  be  either 
more  or  less  than  adequate  for  the  otlior.  But  in  Wakefield's  own  treatise  this 
second  puqiose  is  treated,  in  the  most  express  and  emphatic  language,  as  merely 
secondary  and  incidental.  "So  completely"  he  says  (Letter  liv.)  "is  the 
"  production  of  revenue  a  mere  incident  of  the  price  of  land,  that  the  price  ought 
"  to  be  imposed — if  it  uuglit  to  be  imposed  under  any  circumstances — even 
"though  the  purchase  money  were  thrown  away;"  the  decisive  ground  for  it 
being,  as  was  explained  in  the  preceding  letter,  that  if  only  all  labourers  were 
under  the  necessity  of  remaining  labourern,  it  would  be  "  possible  and  not  difScull 
"  for  capilalista  to  enforce  contracts  for  labour  mode  in  the  mother-country,"  aa 
*'  the  temptation  nf  the  labourer  to  quit  the  employer  who  had  brought  him  to 
"the  colony  would  be  no  longer  irresistible."  Under  these  circnmstanees  the 
plan  of  dealing  with  waste  lands  that  was  temporarily  carried  out  in  tha 
Australi.in  Colonies  cannot  properly  be  called  Wakefield's  scheme:  sinee^ 
kB  he  reiteratedly  affirmed,  his  "  snfiicient  price "  was  never  really  tried,  and 
this  was  his  cardinal  point.  But  since  the  plan  actually  adopted  was  due  to  th« 
influence  of  Wakefield  and  his  friends,  and  bore  a  certain  resemblauce  to  bia 
scheme,  I  have  still  ventured  to  speak  of  it  as  "Wakefieldian." 
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carried  into  etfect  for  a  limited  period  in  some  of  our  Anstralasiun 
colonies.  It  will  be  observed  that  the  immigration  encouraged 
by  the  system  of  free  grants  or  low  prices  is  tliat  of  labourera 
who  intend,  and  are  expected,  to  become  cultivatoi*s  of  their 
own  land  at  ouce.  Now  it  was  believed  by  Wakefield  and  hia 
followers  that  the  labour  of  iminigrauts  so  attracted  tended  to 
lose  materially  in  efficiency  through  want  of  cooperation  *,  so 
that  it  would  be  a  distinct  gain  to  production  if  they  were  to 
a  large  extent  prevented  from  buying  laud  and  thoir  labour 
organized  under  the  direction  of  capitalist  employers.  The 
characteristic  principle,  then,  of  the  Wiikefieldiuu  system  was 
that  it  aimed  at  attracting  such  capitalist  employers  by  pro- 
viding them  with  labourers  willing  to  work  for  hire.  With  this 
aim  it  woa  proposed  to  sell  L^nd  at  a  price  so  high  tltat  the 
mass  of  immigrants  would  not  for  some  years  afiord  to  buy 
enough  to  become  cultivators  on  their  own  account ;  and  at  the 
same  time  to  devote  the  whole,  or  a  fixed  and  substantial  part, 
of  the  proceeds  of  such  sales  to  the  importation  of  immigrants, 
so  that  the  immigrating  capitalists  might  always  find  an  ade- 
quate supply  of  hired  labour  ready  to  hand.  The  partial  at- 
tempt that  was  made  to  carry  out  tliis  system  in  our  Australian 
colonies,  for  the  15  or  20  year^j  from  1S3G  onward,  had,  in  the 
opinion  of  competent  judges,  an  important  degree  of  success'. 
And  the  fact  that  it  was  afterwards  abandoned  i.s  hardly  evi- 
dence tiiat  it  ultiniately  failed  ;  since  its  abandonment  may  be 
probably  attributed  to  the  mere  desire  of  obtaining  land  on 
easier  terms  generally  felt  by  the  labouring  class,  whose  influence 
over  colonial  administration  became  preponderant  when  self- 
government  with  universal  suffrage  was  granted  to  the  colonies. 
§  13.  From  considering  the  principles  of  governmental  in- 
terference with  laud  in  an  early  stage  of  a  country's  develop- 
ment, let  us  pass  to  examine  briefly  the  economic  reasons  for 
continuing  such  int.erfereuce  when  this  stage  has  been  passed, 
and  the  country  has  been  fully  occupied.  We  may  conveniently 
divide  this  question  into  two  parts;  asking  first  under  what 
limitations  land  should  be  allowed  to  pass  into  private  owner- 
ship, and  secondly  why  and  how  far,  after  this  transition  has 
taken  place,  Government  should  still  exercise  a  special  control 
'  Cf,  Merirale,  Lee.  xir.,  and  Curns'  Political  Ewayi,  Essay  i. 
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over  this  particular  kind  of  property.  As  regards  the  Brst 
question,  it  is  obvioua  lliat  such  portions  of  land  as  are  mani- 
festly moro  useful  to  the  community  wh<?ii  thrown  frtely  open 
to  comtnoa  use  sboulJ  be  rctaineJ  in  public  ownership,  and 
under  governmental  management :  e.  g.  roatlg,  navigable  rivers 
and  inland  lakes,  natural  harbours,  public  parks,  comuious.  &c. 
So,  again,  there  are  strong  reasons,  discussed  in  the  earlier  part 
of  this  chapter,  why  the  land  required  for  railroads  or  other 
similar  monopolies  should  not  be  allowed  to  pass,  except  tem- 
porarily, out  uf  public  ownership  :  and  a  general  riglit  should 
be  reserved  of  t;iking  back  from  private  owners  any  hind  that 
may  be  needed  for  public  uses,  paying  for  it  its  market-value  as 
determined  independently  of  such  need,  together  with  a  certain 
'  compensation  fur  disturbance  *  in  consideration  of  the  special 
utility  that  it  may  be  faiily  assumed  to  have  for  its  owner. 
Tliis  right  has  been  extensively  exercised  in  recent  times  in  the 
construction  of  railways,  and  is  now  generally  recognised  in  the 
most  advanced  communities.  Further  it  Ls  quite  possible  to 
allow  the  surface  of  the  soil  to  pass  contpletely  into  privato 
hands,  while  reserving  to  the  community  the  rights  of  property 
in  certain  of  the  minerals  contained  in  it :  and  in  fact  some 
reservations  of  this  kind  are  found  in  the  codes  of  some  of  tho 
most  advanced  communities'.  The  chief  argument  for  such 
reservations,  from  the  point  of  view  of  production,  is  that  the 
owner  of  the  land,  whether  engaged  in  the  business  of  agriculture 
or  not,  may  very  likely  not  be  the  person  best  qualified  either  to 
ascertain  the  presence  of  minerals  hidden  some  way  below  the 
surface,  or  to  decide  whether  their  extraction  will  be  remunera- 
tive ;  so  that  production  will  gain  if  the  right  of  discovering 
and  working  them — with  due  compensation  to  the  owner  for  the 
loss  of  the  land  thus  rendered  useless  for  agriculture, — be  allowed 
to  members  of  the  community  generally'.     In  special   cases, 

I  Even  in  EugUnd,  vrhere  tfaia  kind  of  interference  ia  at  its  minimmu,  gold 
and  silver  mincH  are  legally  reserved  to  the  crown. 

*  lu  PruBsia,  for  instanco,  aocording  to  the  mining  law  of  1865  an;  one 
wishing  to  bore  or  diK  (achiirfeu)  for  any  of  the  mincralti  to  which  tliis  "mining- 
"  freedom  "  (Berg-ban-freiheit)  extends  must  be  f>ennilteil  to  do  bo  under  con- 
dition of  paying  adequate  corai)eu8ation,  provided  that  the  operation  is  not 
carried  on  in  certain  specified  places,  as  nithin  a  certain  distance  of  buildings, 
in  churchyards,  gardens.  Sec.    In  deXuuit  of  agreement  between  the  parties  as  to 
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however,  governmental  nianajremont  of  mines  may  he  expedient 
either  to  avoid  the  rlrawbaek.s  of  monopoly  in  private  hands — 
in  the  case  of  very  rare  minerals — or  to  watch  over  the  interests 
of  posterity,  just  as  in  the  case  before  di.scussed  of  forests. 
Turning  again  to  the  surface  of  the  hind,  we  may  say  that, 
generally  speaking,  there  is  no  reason  for  keeping  ordinary 
agricultural  land  under  governmental  management, — since  the 
general  arguments  in  favour  of  private  management  are  at 
least  as  applicable  to  agriculture  as  to  any  branch  of  production 
—unless,  perhaps,  as  some  Rmall  portions  might  advantageously 
be  retained  for  purfiusca  of  scientific  experiment  or  technical 
instruction.  An  exception,  however,  has  to  be  made  in  the 
case  of  land  on  which  timber  is  grown  :  where  there  appear 
to  be  the  following  special  arguments  in  favour  of  Government 
inanagemeut ;  first,  the  economic  advantages  of  conducting 
this  business  on  a  vcrj'  large  scale,  as  it  gains  much  by  highly 
skilled  and  carefully  trained  labour  which,  at  the  same  time, 
requires  a  very  large  area  for  its  most  econoniical  application  : 
secondly  (what  was  before  noticed),  the  interest  which,  in 
certain  countries  at  least,  a  community  is  believed  to  Iiavo 
in  preserving  a  due  proportion  of  trees  to  the  soil  that  it 
inhabits,  owing  to  their  beneficial  etfect  on  climate';  while, 
thirdly,  it  is  thought  that  even  the  marketable  utilities  of  trees 
— especially  their  utility,  where  coals  are  scarce,  for  fuel — are  in 
danger  of  not  being  adequately  or  most  economically  provided 
for  distant  generations,  if  the  provision  is  left  to  private  enter- 
prise, considering  the  slow  growth  of  trees  and  the  general  un- 
attractiveness  of  remote  returns  to  the  private  undertaker. 

With  the  exception,  however,  of  timber,  it  is  generally 
admitted  that  the  ordinary  products  of  agriculture,  whether 
animal  or  vegetable,  are  likely  to  be  most  economically  sup- 
plied by  private  undertakers.     But  it  is  a   different   question 

the  compensation,  it  will  be  determined  by  the  "  Ober-Berg-Amt."  Such  cotn- 
poQsation  will  take  the  form  of  rent,  unless  the  nperations  are  eontinned — or 
may  certainly  be  expected  to  last— longer  than  three  years ;  in  this  latter  casa 
the  landowner  may  force  the  miner  to  purchase  the  land.  If  tlie  miner  by 
taking  portions  of  any  given  piece  of  land  would  destroy  the  Talue  of  the  r9- 
mainder,  he  may  be  forced  to  ywiy  rent  for,  or  to  parchase,  the  whole. 

<  Iq   Enijland.   I  suppose,  thia  conftideratioa  can   scarcely  have  practical 
importance. 
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whether  it  would  not  be  expedieut  to  retain  land  in  public 
ownership,  while  leasing  it  to  private  pcrsonfi ;  so  that  the 
increase  in  its  value  which  tlie  increase  of  population  tcndd  to 
cause  raay  be  continually  secured  to  the  community.  This 
measure,  however,  is  more  usually  advocated  fmra  the  point  of 
view  of  Distribution,  in  which  aspect  we  shall  consider  it  in 
a  subsequent  chapter  (ch.  VII.).  Actually  the  whole  rent  of 
■iand  has  never  been  retained  by  any  Governmont;  but  in  many 
Fes  a  considerable  portion  of  it  has  been  reserved,  either  under 
the  name  of  rent,  or  under  the  rather  misleafling  name  of  a 
land-tax '. 

§  H.  Assuming  that  land  is  allowed  to  pass  into  private 
ownership,  it  remains  to  consider  how  far  the  conditions  of  its 
tenure  and  transfer  should  be  placed  under  special  regulation 
by  Goverumeiit,  Hero  it  should  be  observed  that  the  inter- 
ferences of  this  kind  that  have  actually  been  carried  out  are 
to  be  classed  under  very  difterent  heads,  even  if  we  confine 
ourselves  to  tlio.se  that  have  been  recommended  on  strictly 
economic  grounds  and  in  the  interest  of  production.  In  the 
first  place  wo  put  aside,  from  our  present  point  of  view,  the 
very  important  cast's  in  which  European  Governments'  have 
intervened  not  to  restrict  the  liberty  of  individual  ownerB 
but  to  render  it  more  complete  ;  by  removing  relic*  of  feudalism 
which  divided  the  rights  of  ownership  of  land  generally  in 
various  complicated  ways  between  lords  and  cultivators,  and 
further  impeded  its  transfer  through  the  restriction  of  par- 
ticular estates  to  particular  clas.ses — nobles  and  roturien, 
or  nobles,  burghers  and  pea-sants.  Akin  to  these  are  more 
permanent  laws  restricting  the  right  of  each  generation  to 
restrict  the  freedom  of  their  successors,  by  .such  bequests  or 
contracts  as  would  hamper  the  alienation  of  land,  and  tend  to 
prevent  it  fi'om  getting  into  the  hands  of  the  persons  who  would 
make  the  best  use  of  it.  For  legislation  of  this  kind,  as  waa 
before  said,  can  not  strictly  be  regarded  as  an  interference  with 


'  The  distinction  between  this  reserved  shsre  of  rent  and  an  ordinary  tax 
will  be  examined  in  a  subseqaent  chapter  (ch.  viii). 

*  A.1  in  Franco  at  the  Bevolntion  of  1789  ;  and  in  PruKnia  by  the  legisla- 
tion of  Stein  and  Hardenburit  {1M7 — 11),  ftuthcr  dereloped  and  completed  in 
1860. 
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natural  liberty  ;  it  is  rather  a  cornproiuiso  adopted  in  an  inevi- 
table collision  of  freedoms,  to  secure  the  fullest  ix)ssilile  realiza- 
tion of  the  economic  advantage  of  laisser  Jhire.  Similar  to 
this,  again,  is  the  aim  of  another  class  of  minor  interfon-nces, — 
such  as  the  compulsory  registration  of  dealings  with  laud — • 
which  are  designed  to  render  the  sale  or  mortgage  of  lind  more 
easy  and  less  expensive,  by  removing  the  necessity  of  compli- 
cated and  costly  legal  proceedings.  Along  with  the  above, 
again,  we  may  class  the  intervention  of  the  legislature  in  order 
to  substitute,  in  the  case  of  land  cultivated  by  other  persona 
thau  its  owners,  a  certain  and  defiuitc  tenure  for  one  regulated 
by  more  or  less  uncertain  customs  and  understandings;  so  far 
as  such  legislation  does  not  override  freedom  of  contract,  but 
merely  interprets  what  is  left  vague  in  customary  agreements, 
or  defines  normal  conditions  of  letting — as  regards  length  of 
tenure,  compensation  for  improvements,  &c. — in  default  of 
express  contract  to  the  contrary.  When,  however,  the  govern- 
mental determination  of  the  conditions  of  letting  land  is  com- 
pulsory, and  pro  ta»to  prevents  freedom  of  contract  between 
owners  and  tenants,  the  interference  is  of  course  of  a  much 
graver  kind;  and  such  as  can  only  be  justified  by  clear  evidence 
either  that  it  is  not  for  the  interest  of  the  landowner  to  grant 
such  terms  of  letting  as  would  give  the  tenant  the  greatest 
possible  inducement  to  make  the  land  productive,  or  that  the 
former,  if  let  alone,  is  likely  to  mistake  his  own  interest. 

To  illustrate  the  kind  of  evidence  rei|uired,  I  may  refer  to 
the  grounds  on  which  the  revolution  in  Irish  land-tenure  effected 
in  1881,  and  the  important  restriction  of  free  contract  relative 
to  land  in  England  in  1883,  were  advocated  from  a  productional 
point  of  view.  It  was  contended  (1)  that  the  Irish  landowners, 
under  the  system  of  free  contract,  have  been  often  found  to  raise 
the  rent  so  high  as  to  leave  the  tenants  but  bare  subsistence, 
and  80  prevent  them  from  having  the  capital' — or  in  bad  times 
even   the  physical   vigour — requisite    to   render   their   labour 

'  It  maj  be  said  tb&t  it  woalil  be  profitable  for  the  tenant  to  borrow  capital 
from  his  Undlord — or  some  one  elae — if  he  would  be  more  than  compensated 
by  the  additional  productiveness  of  hia  labour :  but  the  additional  element  o( 
risk  introduced  by  the  necemity  of  relying  on  merely  personal  Kecurily  may 
render  this  unprofitable. 
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adequately  efficient ;  and  (2)  tliat  both  Irish  and  English 
landowners  liave  diminished  the  tenants'  inducements  to  treat 
the  land  in  the  most  economic  way,  by  not  securing  to  them 
the  value  of  their  improve  infants.  How  far  these  contentions 
are  in  fact  valid,  I  do  not  now  inquire':  but  we  have  before  seen 
that  the  first-mentioned  result  is  quite  a  possible  one,  even  on 
the  supposition  that  all  parties  are  actuated  by  enlightened 
self-interest;  since  even  when  an  increase  in  the  incomes  of 
tenants  or  labourers  would  lead  to  a  more  than  equivalent 
increase  in  the  value  of  thfir  labour,  it  is  obviously  not  the 
interest  of  the  landlord  to  furnish  the  increment  of  income 
unless  he  is  to  profit  by  the  increased  eflBciency.  Now  in  the 
case  we  are  considering,  the  increased  |)roduce  would  in  the 
first  instance  be  appropriated  by  the  tenant:  and  even  where 
the  loss  to  the  landlord  would  ultimately  be  compensated  by  a 
rise  in  rent  or  perhaps  by  greater  re^ilarity  in  its  payment,  the 
prospect  of  this  coniponsation  may  easily  be  too  remote  and 
dubious  to  induce  a  prudent  landlord  to  make  an  immediate 
and  certain  sacrifice  of  income  in  order  to  obtain  it. 

So  again,  it  may  seem, — or  even  sometimes  be — inex- 
pedient for  the  landlord  to  give  the  tenant,  through  lease  or 
otherwise,  the  fullest  security  of  profiting  adequately  by  his 
improvement  of  the  land ;  because  such  security  cannot  be 
given  without  diminishing  the  former's  control  over  his  land 
more  than  he  likes  or  thinks  expedient.  The  simplest  method 
of  giving  this  security  is  by  a  long  lease  ;  but  we  have  already 
noticed  the  dilficulty  of  framing  a  lease  that  without  hamper- 
ing the  tenant  will  practically  make  it  his  interest  to  treat 
the  land  in  the  best  way  ;  and,  where  tenants  arc  poor,  a  long 
lease  is  open  to  the  further  objection,  in  the  view  of  the  land- 
lord, that  the  benefit  of  an  unforeseen  rise  in  the  value  of  the 
land  will  accrue  entirely  to  the  tenant  for  the  period  of  the 
lease,  while  the  landlord  is  likely  to  bear  a  considerable  share 
of  the  loss  due  to  an  unforeseen  fall,  through  the  actual  or 
threatened  insolvency  of  the  tenants. 

^  I  onght  pcrhftpa  to  say  tliat  I  do  not  mjself  approre  of  either  of  the  legis- 
lative mensurfs  to  wbich  I  have  rffcrred:  though  in  the  case  of  Ireland  I  think 
there  were  adequate  grounds  for  eit^naive  interference  of  gome  kind.  But  a 
BuflR<'if'nt  HisniReinn  nf  nithrr  TT)cn.°ure  woiild  be  obvioiiftly  iirelerant  here. 


A 


Chap.  IV]   IXTERFERENCE  TO  PROMOTE  PRODUCTTOy.    481 

Taking  into  account  all  difficulties  of  this  kiml,  and  not 
overlooking  tbe  more  indefinite  loss  of  the  stimulus  given  to 
industry  by  the  sentiment  of  property,  we  may  conclude  that 
there  are  inevitable  disadvantages  to  prodiictiou  involved  in  a 
general  separation  of  the  ownership  of  land  from  tht;  business 
of  cultivating  it:  which  would  probably  prevent  this  from  being 
the  common  practice  if  land  were  held  merely  as  an  instrument 
of  production.  But  in  England  this  consideration  has  been 
outweighed  by  other  powerful  motives,  in  particular  by  the 
traditional  social  prestige  and  political  influence  attaching  to 
the  pfjssession  of  land.  Hence  some  reformers  consider  that  an 
important  gain  to  agricultural  production  wovdd  be  secured  by 
breaking  down  the  tendency  of  large  estates  in  England  to 
remain  in  the  possfsaion  of  the  same  families  from  generation 
to  generation  :  and  that  this  would  be  attained  by  assimilating 
the  law  of  real  to  that  of  personal  property,  and  conferring  on 
life-owners  an  inalienable  right  of  determining  the  distribution 
of  the  property  thus  owned  among  their  children  after  their 
death'.  It  seems  doubtful,  however,  whether  even  these 
changes  would  have  the  desired  effect  in  a  wealthy  country ; 
since  the  peculiar  gratification  of  the  sense  of  proprietorship 
which  the  possession  of  land  gives,  and  the  attractions  of 
country  residence  and  field  sports  would  stiH  tend  to  keep 
great  portions  of  it  in  the  hands  of  rich  persons  not  desirous 
of  personally  superintending  its  cultivation. 

The  question  of  interference  on  the  grounds  above  men- 
tioned has  been  practically  a  good  deal  mixed  up  with  ono 
which,  theoretically  coasidcred,  involves  economic  reasoning  of 
a  very  different  kind:  the  question,  namely,  whether  agricul- 
tural production  should  bo  carried  on  on  a  large  or  a  small  scale. 
The  ownership  of  land  by  rich  persons  who  do  not  personally 
manage  its  cultivation,  has  a  certain  tendency  to  encourage 
targe  farms,  since  it  is  less  troublesome  for  the  owner  to  collect 
rents  from  a  few  large  farmers  than  from  many  small  ones ; 
and  again,  the  large  farmer,  having  more  capital,  is  not  so 
likely,  if  holding  under  a  lease,  to  throw  the  greater  share  of 
any  unforeseen  losses  on  the  landlord.  Hence  it  is  a  pnori 
probable  that  this  system  of  ownership  prevents  the  existence 

I  This  !«  proponed  with  the  view  of  hcilitating  the  alienatinn  of  land. 
S.  P.  K  31 
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of  a  certain  amount  of  small  farming  which  might  otherwise 
be  prosperously  carried  on  ;  there  are,  however,  no  adequate 
reasons  for  supposing  that  farming  on  a  small  scale  is  likely  to 
be  generally  more  economical,  at  least  as  regards  the  chief 
staples  of  agriculture. 

Here,  however,  another  consideration  is  often  introduced, 
which,  as  was  before  noticed,  is  not  directly  included  within 
the  sco[>e  of  the  present  discussion,  as  I  have  defined  it. 
It  is  m.iintaiufd  that  the  system  of  small  fiu-ming  tends  to 
give  a  greater  gross  produce,  though  a  smaller  net  produce, 
than  that  of  large  farms ;  and  therefore  ought  to  be  encouraged 
by  Government,  as  tending  to  increase  population — though  not 
average  wealth — within  a  given  region.  And  this  is  certainly 
a  possible  result,  if  the  incre^ise  in  gross  produce  due  to  the 
small-farm  system  decidedly  outweighs  the  decrease  in  net 
produce  : — unless,  however,  the  latter  difference  were  compara- 
tively slight,  this  organization  of  agricultural  industry  would 
be  always  in  a  state  of  unstable  equilibrium,  since  the  greater 
pruliLibleness  of  the  large-farm  system  to  employers  would  be 
continually  tending  to  introduce  it. 

B^inally  we  must  notice  a  kind  of  interference  which  has 
actually  taken  place  in  England,  and  has  often  been  advocated 
in  the  interests  of  agricultural  production ;  but  which  is  not  to 
be  so  regarded  according  to  the  definition  of  produce  adopted- 
in  the  present  treatise.  I  refer  to  the  law  that  gives  the  occu- 
pier of  agricultural  land  an  inalienable  right  to  kill  certain 
kinds  of  game,  on  account  of  the  damage  done  by  them  to 
crops.  For  this  interference  with  free  contract  can  only  be 
required  for  the  end  in  view,  on  the  ground  that  many  laud- 
lorils  prefer  game  and  sport  together  to  what  they  would  get  by 
the  extra  produce  which  is  expected  to  be  obtained  in  conse- 
quence of  the  destruction  of  game  by  the  occupiers.  Hence 
— sport  being  a  purchasable  commodity — the  primd  facie  in- 
ference is  that  the  aggregate'  of  utilities  actually  obtained  fixjra 
the  laud  bears  a  higher  value  than  the  material  produce  to 
which  this  legislation  sacrifices  it;  so  that  the  change  is  no 
more  beneficial  to  production  (as  I  conceive  it)  than  the  con- 
version of  valunble  vineyards  into  less  valuable  conificlds.  It 
is,  ill  fact,  rather  an  interference  for  distribution, — as  it  tends 
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to  cheapen  the  commodities  consumed  by  the  poor,  at  the 
expense  of  the  luxuries  of  the  rich :  though  its  importance 
from  this  point  of  view  is  not  likely  to  be  very  great,  under  the 
existitig  coniJitioiis  of  comuiTinicatton  anfl  transport,  provided 
the  freedom  of  trade  is  maiiituinud  imirnpaired'. 

Willie  cuiisidfring  the  case  of  game,  we  may  note  the  legal 
prohibition  of  killing  certain  kinds  of  wild  animals  during 
certain  parts  of  the  year:  i.e.  chiefly  during  the  breeding 
season,  when  the  destruction  of  future  supply  that  would  re.sult 
from  any  given  amount  of  slaughter  would  be  much  greater 
than  at  any  other  time.  This  intt^rference  exemplifies  the 
theoretical  ca.sc  discussed  in  §  5  of  the  second  chapter  of  this 
book:  the  case,  that  is,  of  restrictions  to  which  it  would  be 
the  interest  of  all — or  almost  all — to  conform,  provided  that 
each  could  rely  on  their  observance  by  all  others,  but  which 
it  would  be  very  much  the  interest  of  individuals  to  break  if 
they  were  irnp«)sed  by  mere  voluntary  mutual  agreement,  with- 
out stringent  penalties  for  non-observance. 

So  far  we  have  considered  Government  as  interfering  with 
private  management  of  land  by  way  of  regnlatinn.  But  modem 
governments  have  also  exercised  an  important  and  apparently 
successful  influence  on  agriculture  by  carrying  out  certain 
extensive  improvements  of  land  (such  as  reclamation  with 
drainage  or  irrigation)  or  by  assisting  private  associations  for 
this  purpose  with  loans  of  capital,  guarantees  of  interest,  and 
sometimes  powers  of  compulsory  interference  with  recalcitrant 
landowners.  This  kind  of  interference  seems  to  be  theoretically 
defensible, — on  the  principles  previously  laid  down  in  respect  of 
railways,  &c. — wherever  there  is  a  decided  advantage  in  carry- 
ing out  the  improvements  in  question  on  a  single  system  over 
a  large  area,  Agitiii,  as  I  have  before  said,  there  seems  to  be 
no  special  reasun   why  Government  should  not  carry  on  the 

1  It  may  be  obaerred  that  the  obvioaa  effects  of  snch  n  measure  are  favourable 
to  population  in  tUo  region  affected  by  it,  as  it  tends  to  primarily  increase  that 
part  of  the  groiui  produce  of  laad  that  is  consumed  by  the  working  class  :  but  its 
ultimate  effecta  are  often  rather  hard  to  estimate,  as  we  have  to  take  into  account 
the  lo88  to  the  agricultural  producers  in  any  district  that  would  result  from 
materially  diminishing  the  inducements  offered  to  the  rich  to  reside  in  the 
district.  In  an  extreme  case,  no  doubt,  a  general  passion  for  sport  among  rich 
men  might  canse  a  serion^  and  extensive  depopnlation  of  certain  regions. 

31—2 
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businpss  of  lending  money  to  individual  landowners,  on  certain 
conditions :  in  the  cliief  cases,  however,  in  which  operations  of 
this  kind  have  been  successfully  undertaken  by  Eumpean 
Governments  in  recent  times,  the  interference- — though  quite 
defensible  from  the  point  of  view  of  production — has  had  so 
markedly  a  distributional  character,  that  I  have  thought  it 
more  appropriate  to  reserve  it  for  a  subsequent  discussion. 

Before  concluding  this  chapter  I  may  perhaps  observe  that 
governmental  interferences  of  which  the  primary  intentiou 
had  no  relation  to  the  production  of  wealth  have  often  had 
important  prod  actional  effects,  which  a  statesman  ought  care- 
fully to  estimate  in  considering  their  expediency.  Thus 
(e.  g.)  the  restrictions  placed  in  the  English  Factory  Acts,  on 
the  labour  of  women  and  children,  in  iMiler  to  prevent  delete- 
rious effects  on  their  health,  have  practically  had  the  effect 
of  reducing  the  normal  day's  labour  of  male  adults  in  most  of 
the  branches  of  industry  to  which  they  have  been  extended. 
And  in  the  succeeding  chapters  in  which  we  shall  be  considering 
measures  designed  to  render  distribution  more  equitable  or 
more  economical,  we  shall  fitid  that  the  chief  objections  to  such 
measures  are  drawn  from  the  bad  effects  on  production  which 
are  found  or  bftlieved  to  be  inseparable  from  them.  On  the 
other  hand  it  should  also  be  observed  that  the  interferences  to 
promote  production  which  we  have  dificussed  iu  this  chapter 
become  in  effect  interferences  with  distribution,  so  far  as  the 
gain  resulting  from  thera  accrues  to  particular  classes  in  the 
community,  or  the  expense  they  involve  is  similarly  specialized 
in  its  incidence.  This  last  remark  applies  also  to  the  operations 
of  Government  discussed  in  the  preceding  chapter.  We  shall 
have  occasion  hereafter  to  notice  some  cases  in  which  this 
consideration  becomes  important. 


Note  on  eompuUory  purckates  of  land. 

A  peculiar  development  of  the  system  of  natural  liberty,  in 
respect  of  what  liiis  always  been  a  difficult  point  in  this  system — 
tlie  appropriation  of  land — has  been  recently  suggested  in  a  vigorously 
written  little  book  by  Mr  C.  B,  Clarke,  called  "Speculations  on 
Political  Economy.''    Tlip  right  tenure  of  laud,  in  Mr  Clarke's  view, 
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being  a  tenure  "such  that  every  piece  of  land  shall  fall  into  the 
"  hands  of  that  man  who  is  able  to  make  the  most  of  it,"  he  suggests 
that  this  might  be  suffici«itly  attained  by  giving  any  man  a  right 
to  take  any  piece  of  land,  provided  that  he  was  prepared  to  pay  the 
price  at  which  the  land  was  valued  by  the  owner  himself  in  a 
"  national  rate-book,"  together  with  33 J  per  cent,  as  compensation 
for  disturbance.  The  valuation  being  determined  by  the  owner 
himself — I  suppose  at  certain  intervals — no  complaint  of  spoliation 
could  arise,  and  the  necessity  of  "law  expenses,  juries,  arbitrations" 
would  be  avoided  :  at  the  same  time  the  owner  would  be  restrained 
from  overvaluing  his  land  by  the  fear  of  having  to  pay  taxes  on  the 
higher  valuation,  while  the  fear  of  being  bought  out  would  tend  to 
prevent  him  from  undervaluing  it — at  any  rate  by  more  than  the 
equivalent  of  the  compensation  for  disturbance.  Mr  Clarke,  however, 
does  not  propose  that  any  land  for  which  an  offer  was  made  should 
necessarily  be  sold :  the  owner  would  have  the  alternative  of  raising 
the  value  of  his  land  in  the  national  rate-book,  on  payment  of  a  fine 
for  undervaluation.  Thus  a  Naboth  might  always  keep  his  vineyard : 
but  with  the  liability  of  paying  taxes  for  it  in  proportion  to  the 
amount  that  it  was  worth  to  him.  There  would,  I  think,  be  some 
difiiculty  as  to  the  portions  in  which  land  held  in  large  masses 
should  be  valued ;  and,  unless  a  purchaser  were  always  compelled  to 
take  the  whole  of  any  such  portion,  the  scheme  would  hardly  get  rid 
of  the  necessity  of  arbitration  so  completely  as  Mr  Clarke  seems  to 
suppose.  But  it  is  scarcely  necessary  to  consider  in  detail  the 
objections  to  a  proposal  which  is  certainly  not  within  the  range  of 
practical  politics :  I  only  note  it  as  a  novel  and  ingenious  device  for 
harmonizing  the  conflicting  claims  of  human  beings  to  their  material 
environment,  in  accordance  with  strictly  individualistic  principles. 


CHAPTER  V. 


FREE  TRADE  AND  PROTECTION. 


§  1.  The  question  of  Free  Trade, — in  the  special  sense  in 
which  the  term  is  opposed  to  import  duties  for  the  Protection  of 
native  industry — occupies  at  the  present  time  a  very  peculiar  and 
isolated  position,  whether  we  regard  it  from  a  practical  or  from 
a  theoretical  point  of  view.  As  a  question  of  policy,  its  position 
is  peculiar  in  this:  that  freedom  of  international  trade  is  the 
only  important  part  of  the  aims  of  the  great  18th  century 
movement  against  governmental  restraint  and  regulation,  in 
industrial  matters,  which  has  not  been  generally  realized  in  the 
countries  that  occupy  the  front  rank  in  industrial  civilization.  The 
old  system  under  which,  in  its  intensest  form,  the  manufacturer 
could  not  select  at  will  the  place  at  which  to  establish  himself, 
nor  the  seasons  for  his  work,  nor  work  for  all  customers,  nor  use 
the  processes  and  materials  which  he  found  fittest  for  his  pur- 
poses, nor  give  his  products  the  form  that  suited  his  customers 
best, — all  this  has  passed  away  so  completely  that  we  find  it  almost 
diflScult  to  credit  the  historian's  account  of  it.  Within  each 
modem  civilized  community,  freedom  of  transit  and  residence, 
freedom  in  choice  of  a  calling,  freedom  in  the  management  of 
property  and  business — except  so  far  as  considerations  of  health 
come  in — are  now  generally  established:  not  indeed  with  absolute 
completeness — as  we  have  already  observed — but  to  an  extent 
that  constitutes  a  substantial  victory  for  the  system  of  natural 
liberty.  But  though  the  triumph  of  the  new  Political  Economy 
of  the  18th  century  has  been  so  striking  as  regards  the  internal 
conditions  of  industry  and  trade,  its  failure  to  persuade  the 
civilized  world  to  remove  similarly  barriers  to  international  trade 
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has  been  no  less  decided  :  ui>t  merely  has  uuiversal  free  trade 
Qot  yet  arrived,  but  the  int)st  enthusiastic  follower  of  Cobden  can 
hardly  pcrsuaile  himself  that  the  world  is  at  present  moving  in 
that  direction.  Taking  the  world  of  West-European  and 
American  civilization  as  a  whole,  it  is  difficult  to  deny  that  the 
comiiiou  sense  of  this  civilized  world  has  pronounced  in  favour 
of  Protection. 

Still,  it  may  be  said,  this  is  not  a  matter  in  wliieh  much 
deference  is  due  to  common  sense  when  oppose<l  to  the  clear 
demonstrations  of  science.  On  a  question  of  mathematics 
we  do  not  make  Common  Sense  the  court  of  appeal:  and, 
in  the  view  of  "orthodox  Free-traders"  the  proof  of  the 
universal  expediency  of  Free  Trade  is  held  to  be  as  evident  and 
cogent  as  a  mathematical  demonstration.  "When  I  was  asked," 
Bays  Sir  T.  Fairer',  "to  write  something  in  defence  of  Free 
"Trade,  it  seemed  to  me  as  if  I  had  been  asked  to  prove  Euclid": 
and  this  utteraiice  fairly  represents  the  sentiments  of  the 
majority  of  educated  Eufflishiueu  who  regard  themselves  as 
competent  to  pronounce  on  economic  questions.  But  such  a 
statement  strikingly  illustrates  the  isolated  position,  at  the  i»re- 
sent  time,  of  Free  Trade  regarded  from  a  theoretical  point  of 
view.  For  <inly  a  few  fanatics  would  now  use  siniilur  hmguage 
in  discussing  any  other  particular  application  of  the  general  doc- 
trine of  laisser  faire :  yet  surely  if  the  universal  raischievousneas, 
to  the  nations  imposing  them,  of  international  barriers  to  trade  is 
to  be  demonstrated  like  a  conclusion  of  Euclid,  it  can  only  be  by 
a  method  equally  applicable  to  all  cases  of  govcnimental  inter- 
ference for  pro«kiction.  If  we  still  hehl  with  the  Physiocrats  that 
the  self-interest  of  individuals  would  always  direct  them  to  the 
inilustrial  activities  most  conducive  to  the  wealth  and  well-bein? 
of  the  coniniuuity  of  which  they  are  members, — then,  doiiLtless, 
the  universal  expediency  of  Free  Trade  might  be  simply 
demonstrated  by  mere  deduction  from  this  sweeping  proposi- 
tion. I  conceive,  however,  that  this  old  belief  in  the  harmony 
of  the  interest  of  each  industrial  class  with  the  interest  of  the 
whole  comnninity  has  lost  its  hold  on  the  niinrl  of  our  age:  and 
that  the  need  of  governmental  interference  to  promote  produc- 
tion is  admitted  by  economists  generally  iu  several  at  least  of 
'  Free  Trnde  and  Fair  Trade,  p.  1. 
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the  cases  discussed  iu  the  last  chapter.  And,  if  so,  it  appears  to 
me  that  the  fuuudation  ou  which  the  old  short  and  simple  con- 
futations of  Protection  were  once  logically  erected  has  now  been 
knocked  away :  and  that  the  fashion  which  still  lingers  of 
treating  the  Protectionist  as  a  fool  who  cannot  see — if  he  is  not 
a  knave  who  will  not  see — what  is  as  plain  as  a  proof  of  Euclid, 
is  really  an  illogical  survival  of  a  mere  fragment  of  what  was 
once  a  cuherent  doctrine. 

I  do  not  mean  to  say  that  the  broad  general  argument  for 
industrial  liberty  has  lost  its  force, — I  have  already  expressed 
strongly  the  opposite  opinion — :  but  I  think  that  in  the  natural 
development  of  economic  theory  it  has  come  to  be  recognised  as 
merely  a  first  approximation  to  the  truth,  and  its  necessary 
theoretical  limitations  and  exceptions  have  come  to  be  more 
clearly  distinguished,  classifietl,  and  systematized.  And  from  the 
theoretical  point  of  view  thus  attained,  consistency  (I  think) 
requires  us  to  meet  the  drift  of  the  civilized  world  towards  Pro- 
tection by  somothiug  more  relevant  than  an  obstinate  rej>etition 
of  an  essentially  antiquated  mode  of  refutation.  Practically  I 
am  myself  decidedly  opposed  to  thisdrift  of  popular  opiuion  and 
governmental  policy : — herein  liift'ering  stimewhat  from  several 
German  writers  by  whom  my  general  theoretical  view  of  Free 
Trade  has  been  anticipated,  and  from  whom  it  has  been  largely 
derived.  I  agree,  indeed,  with  these  writers  in  holding,  as 
a  conclusion  of  abstract  economic  theory,  that  Protection,  in 
certain  cases  and  within  certain  limits,  would  probably  be 
advantageous  to  the  protecting  country, — and  even,  perhaps, 
to  the  world — if  only  it  could  be  strictly  confined  to  these 
cases  and  kept  within  these  limits ;  but  I  am  nevertheless 
strongly  of  opiuion  that  it  is  practically  best  for  a  Government 
to  rnlhere  to  the  broad  rule  of  'taxation  for  revenue  only' — at 
any  rat«  in  a  free  community  where  habits  of  commercial  enter- 
prise are  fully  developed.  My  ground  for  this  opinion  is  that  I 
do  not  think  we  can  reasonably  expect  our  actual  Governments 
to  be  wise  and  strong  enough  to  keep  their  protective  inter- 
ference within  due  limits  ;  owing  to  the  great  difficulty  and 
delicacy  of  the  task  uf  constructing  a  system  of  import  duties 
with  the  double  aim  of  raising  revenue  equitably  and  protecting 
native  industry  usefully,  and  the  pressure  that  is  certain  to  be 
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put  upon  the  Government  to  extend  its  application  of  the  prin- 
ciple of  protection  if  it  is  once  introduced.  I  think  therefore 
that  the  gain  that  protection  might  bring  in  particular  cjises  is 
always  likely  to  be  more  than  couutcrbalanced  by  the  general 
bad  effects  of  enoonraging  prociucers  and  traders  to  look  to 
Government  for  aid  in  industrial  crises  and  dangers,  instead  of 
relpngon  their  own  foresight,  ingenuity  and  energy;  especially 
since  the  wisest  protection  iu  any  one  country  would  tend  in 
various  ways  to  encourage  unwise  protection  elsewhere. 

Here,  however,  we  are  primarily  callwl  upon  to  consider  how 
far  abstract  economic  theory  recognises  cases  in  which — taken  by 
themselves — protective  duties  may  be  expedient:  and  I  tliink  it 
clear  that  the  sweeping  answer  which  orthodox  free-traders  give 
to  this  question  is  not  justified.  J.  grant  that  the  permanent 
stoppage  of  a  channel  of  trade  which  tree  competition  would  open, 
could  not  tend  to  increase  the  wealth  of  the  industrial  society 
formed  by  the  aggregate  of  nations  whose  trade  is  thus  restricted 
— ^supposing  such  nations  to  be  comprised  of  "economic  men.' 
But  I  do  not  think  that  this  universal  negative  can  be  established 
in  the  ca.sc  of  temporartf  protection,  even  if  consickTcd  from  a 
cosmopolitan  point  of  view :  still  less  if  it  be  considered  solely 
with  reference  to  the  interests  of  a  particular  nation. 

§  2.  The  most  important  exceptional  case  is  that — 
recognised  by  J.  S.  Mill' — of  "protecting  duties  imposed 
"temporarily  in  hopes  of  naturalizing  a  foreign  industry, iu  itself 
"perfectly  suitable  to  the  circumstances  of  the  country."  Of 
course  such  a  duty — if  needed  and  effective — imposes  a  tax  on 
the  consumers  of  the  article  protected.  But  it  is  quite  po.ssible 
that  the  cost  thu-s  incurred  may  be  compensated  to  the  com- 
munity by  the  ultimate  economic  gain  accruing  from  the 
domestic  production  of  a  commorh'ty  previously  imported ; 
while  yet  the  initial  outlay,  that  would  be  required  to  establish 
the  industry  without  protection,  couUl  not  be  expected  to  be 
ultimately  remunerative  to  any  private  capitalists  who  under- 
took it,  This  would  be  the  case  if  the  difficulties  of  introducing 
the  industry  were  of  such  a  kind  that,  when  ouce  overcome  by 
the  original  introducers,  they  wouKl  no  longer  exist  for  others, 
or  would  exist  in  a  much  smaller  degree:  since  in  that  case, 
•  l'i>l.  Eton.  V.  L'h.  I.  ^  1. 
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almost  aa  eoon  as  the  industry  began  to  be  profitable,  com- 
pctilion  withia  the  eouutry  would  tend  to  bring  down  prices 
to  a  point  at  which  they  would  be  reniunerativo  to  the  later 
comers,  but  not  to  the  introducers  of  the  industry  who  had  borne 
the  initial  gacritices. 

It  may  be  convenient  to  illustrate  this  by  contemplating  a 
particular  hypothetical  case.  Suppose  then  that  a  trade  is  at 
present  carried  on  between  a  mainly  agriculliiral  district  (A) 
and  a  larguly  maiuifacturiug  district  (M),  iu  which  M  sends 
manufactures  to  A  in  exchange  for  corn  :  while  yet  A  is  in 
respect  of  natural  resources  not  materially  less  adapted  for 
the  manufactures  iu  question  than  M.  And  fur  Bimplicity,  we 
will  further  suppose  that  there  is  no  material  difference  in 
the  average  returns  to  labour  (of  the  sante  quality)  and  capital 
in  the  two  districts  respectively':  and  that  the  new  inauufac- 
tures  can  be  established  in  A  by  means  of  floating  capital 
which  would  otherwise  be  mainly  employed  in  corn-growing. 
It  is  evident,  then,  that  the  employment  of  this  capital  in 
manufactures  rather  than  corn-growing  will  be  economically 
advantageous  to  the  two  districts  taken  together  if  the  saving 
it  causes  in  the  cost  of  carriage  of  corn  and  manufactures  is  not 
outweighed  by  a  loss  of  some  other  kind.  And  it  seems  likely 
that  this  will  be  the  case,  provided  (1)  that  the  superiority 
of  A  over  M  in  the  production  of  corn  falls  decidedly  short 
of  the  degree  that  would  render  it  profitable  for  the  latter 
to  pay  the  whole  expense  of  a  trade  in  corn  from  the  former; 
and  (2)  that  no  such  advantages  from  division  of  labour  would 
be  gained  by  the  aggregation  of  all  the  manufactures  in  M, 
as  •would  materially  outweigh  the  gain  in  effectiveness  of 
A's  labour,  which  may  be  expected  to  result  from  the  new 
ojjportunities  of  producing  profitably  various  kinds  of  agri- 
cultural produce,  not  well  adapted  for  transportation,  and 
generally  from  the  greater  variety  of  occupations  opened  by 
the  change. 

Supposing  then  that  in  this  way  there  would  he  a  net  gain 
to  the  community  in  the  long  run,  from  the  introduction  of  the 

'  It  woaUl  be  e&ny  to  Hhow  that  the  main  armament  wonlil  not  be  snlisluntially 
uflccted — tboQgb  it  would  become  aomewbat  more  complioated— if  tbe  returnc 
to  Ikbour  &ud  capital  wero  taken  to  be  diSurvnl  iu  the  two  districts. 
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manufacture  into  A,  it  is  further  apparent  that  the  interven- 
tion uf  Government,  by  protective  duties  or  otherwise,  will 
be  needed  in  order  to  realize  tliia  gain,  if  a  private  undertaker 
would  have  no  prospect  of  securing  a  share  of  it  sufficient  to 
compensate  hitn  for  the  disadvantages  against  which  he  would 
have  to  struggle,  under  open  competition,  during  the  earlier 
years  of  his  undertaking.  Among  such  initial  disadvantages 
the  most  irapttrtant  appear  to  be  the  following  : 

(1)  the  difficulty  of  obtaining  the  requisite  skilled  labour 
without  paying  an  extra  price  for  it: 

(2)  the  difficulty  of  establishing  a  business  connexion  ;  likely 
to  be  aggravated  by 

(3)  the  danger  of  a  combination  of  manufacturers  in  M, 
who  may  lower  their  prices  temporarily  to  ruin  their  rivals 
in  A, 

(4)  the  difficulty  of  effecting  simultaneously  all  the  in- 
dustrial changes  reipiired  for  the  commercial  success  of  any  one 
branch  of  manufacture  ;  (e.g.)  the  manufacturers  in  A  may 
lose  by  having  to  obtain  iustrument-s  or  materials  from  fil  or 
some  neighbouring  region,  whde  yet  A  may  be  no  less  well 
fitted  for  the  production  of  such  instruments  and  materials. 

If  on  these  or  other  grounds  the  manufacturer  in  A 
would  liave  to  incur  a  considerable  temporary  loss,  it  is  easy  to 
show  that  he  may  not  be  able  to  obtain  adequate  compensation 
by  the  share  be  could  secure  of  the  subsequent  gain  to  society, 
when  the  manufaeture  is  firmly  established.  Fur  this  gain  will 
consist  chiefly  in  the  saving  of  the  cost  of  transport  of  manu- 
factures ;  but  of  this  he  would  be  only  likely  to  secure  a  portion 
for  a  short  time;  since,  after  he  had  overcome  his  initial 
disadvantages,  he  would  probably  have  to  transfer  a  part  of  the 
saved  cost  to  the  consumer  in  lowered  prices,  in  order  to  drive 
the  manufacturers  of  M  out  of  his  home  market;  and  he  would 
only  enjoy  his  reinaining  extra  profit  for  a  short  time,  before  it 
would  begin  to  be  reduced  by  the  competition  of  new  men  free 
from  the  burden  of  the  initial  disadvantages. 

Under  thusc  circumstances,  the  imposition  of  a  protective 
duty  on  manufactures  in  A  for  a  certain  time,  sufficient 
to  induce  private  capitalists  to  undertake  the  manufacture,  may 
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be  a  profitable  outlay  for  the  community  as  a  wholt*,  resembling 
the  payment  of  guaranteed  interest  on  the  capital  of  a  new 
railway  ;  except  that  in  the  case  of  a  protective  duty  the  outlay 
is  defrayed  by  the  consumers  of  the  article  protected,  and  ought 
to  be  considered,  in  the  adjustment  of  taxation,  as  a  special  tax 
on  this  class  of  persons. 

I  have  never  seen  any  serious  attempt  to  show  by  general 
economic  reasoning  that  the  case  above  analysed,  in  which 
the  mo.st  enlightened  private  enterprise  wouI<l  fail  to  turn 
to  account  an  important  opj>ortunity  of  industrial  improve- 
ment, is  one  that  catmot  occur ;  or  to  show  that  if  it  did  occur, 
a  "protecting  duty  continued  for  a  reasonable  time"  would 
never  be  "  the  least  inconvenient  mode  in  which  a  nation  could 
"  tax  itiielf "  to  defray  the  cost  of  the  improvement.  What  Free 
Traders  usually  urge  against  this  as  a  practical  conclusion  is 
that  experience  shows  that  such  a  duty  when  once  imposed  is 
not  likely  to  be  taken  off, — that  the  protection  designed  to  be 
temporary  will  practically  become  permanent.  And  I  admit 
fully  the  force  of  this  appeal  to  experience :  but  the  considera- 
tion thus  adduced  dt)e.-i  not  strictly  bt-lung  to  economic  theory  : 
it  is  a  political  argument,  the  use  of  Avhich  tacitly  concedes  the 
economic  correctness  of  the  protectionists'  reasoning. 

So  far  we  have  been  considering  temporary  protection  as  a 
means  oi introduciiirf  an  advantageous  change  in  industry.  But 
it  is  theoretically  possible  that  it  may  be  similarly  useful  to 
prevent  an  inexpedient  change.  It  is  conceivable  that  under 
open  competition  a  certain  industry — e.g.  wheat-growing — estab- 
lished in  one  district  (A)  may  become  tem{>orarily  so  un- 
profitable as  to  be  abandoned,  in  consequence  of  an  important 
advantage  enjoyed  by  the  corresponding  industry  in  another 
district  (B)  f  while  at  the  same  time  this  advantage  may  be  so 
tnmaicat, — as  for  instance  if  it  consists  in  a  natural  fertility 
that  tends  to  be  rapidly  exhausted — tliiit  after  a  very  limited 
period  the  same  industry  will  tend  to  be  revived  again  in  B. 
In  this  case  it  is  manifestly  possible  that  the  loss  on  the 
whole  through  the  waste  of  capital  involved  in  the  two 
changes  may  outweigh  the  gain  from  the  greater  clicapness 
of  the  products  of  the  industry  during  the  interval  between 
the  changes :    so   that  it  wuuld    be    on    the   whole    profitable 
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to  A  aiiJ  B  together  to  maintain  tlie  industry  by  protection. 
It  mu.st,  however,  be  atlniitted  that,  actually,  the  difficulty 
of  definitely  forecasting  future  changes  of  industry  would  at 
best  render  this  application  of  protection  a  highly  speculative 
employment  of  social  capital. 

§  3.  It  will  be  seen  that  the  argument  for  temporary  pro- 
tection,— in  both  the  cases  above  stated, — is  theoretically  valid 
from  what  I  have  called  a  "cosmopolitan"  point  of  view  ; — that  is, 
if  we  oousider  the  interests  of  the  two  districts  taken  together, 
and  not  merely  that  of  the  district  whose  industry  is  protected. 
But  the  theoretical  possibility  that  Lalsxer  Fa'ire  may  not  lead 
to  the  most  economical  lncal  distribution  oi"  labour  and  capital  is 
of  practical  importance  at  present  solely  from  the  division  of  the 
civilized  world  int<i  separate  nations,  whose  commercial  policy  is 
uuderstooil  to  be  framed  with  a  view  to  their  respective  sectional 
interests :  since  the  arguments  for  protecting  a  nascent  industry 
are  much  stronger  when  we  consitk-r  the  interests  of  the  protect- 
ing nation  alone.  For  not  only  in  the  case  supposed  would  this 
nation  receive  the  gain  of  the  industrial  improvement  realized, 
while  the  othen  would  bear  the  (smaller)  loss  inseparable  from 
such  gain :  but  it  i«i  further  possible  for  the  former  in  certain  cases 
to  throw  a  portion  of  the  expense  of  protection  on  the  foreigners 
whose  manufactures  it  partially  excludes*.  This  latter  result 
would  generally  be  possible  for  a  time,  if  the  protecting  countrj' 
supplied  a  considerable  part  of  the  whole  demand  for  the  foreign 
products  against  which  the  protective  duty  was  directed :  since 
the  sudden  and  extensive  reduction  in  the  demand  for  these  pro- 
ducts which  the  duty  would  cause  must  tend  to  lower  their  price 
at  least  temporarily.  Free  Traders  are  of  course  right  in  point- 
ing out  that,  so  far  as  this  is  the  actual  efl'ect  of  import  duties, 
such  duties  tend  to  miss  their  primary  end  of  protecting  native 
industry;  since  to  whatever  extent  the  foreign  products  thus 
lowered  in  price  are  still  purchased,  to  that  extent  the  native 
products  are  not  encouraged.  But  this  in  no  way  proves  the 
inexpediency  of  the  duties  in  question,  since  thoy  may  very 

'  It  IB  also  to  be  noted  that  the  initial  difflooUies  of  starting  a  new  indaatry 
are  likely  to  be  on  the  whole  ^eater,  when  the  established  rival  a|3;ain>>t  which  it 
woalii  faavo  to  compete  is  a  forciini  rival:  though  I  do  not  think  that  this  would 
be  the  case  noecRRarily. 
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well  give  adefjuate  encoiiragcmcTit  to  native  industry  without 
completely  uxcluding  foreign  products  :  and  it  canuot  be  an 
objection  to  them  from  a  purely  national  point  of  view  that 
a  part  of  their  effect  is  merely  to  levy  a  tribute  on  foreigners 
for  the  natiunal  exchequer'.  Of  course  in  most  ca.ses  thus  tribiite 
will  be  merely  temporary ;  since  the  reduction  in  the  foreign  pro- 
ducers' profits  which  must  occur  in  the  case  supposed  will  drive 
them  from  the  industry  in  question,  until  either  the  price  rises 
again  or  the  protecting  country  obtains  its  whole  supply  from 
native  sourcea.  But,  firstly,  the  protection  that  we  are  con- 
sidering Ls  supposed  to  be  merely  temporary ;  so  that  even  a 
temporary  sharing  of  the  expense  of  it  by  foreigii  producers  may 
reduce  the  burden  of  it  to  an  important  extent.  And,  secondly, 
if  the  industry  happens  to  be  one  in  which  a  large  amount  of 
capital  is  so  firmly  invested  that  it  cannot  be  withdrawn  from 
it  without  great  loss,  except  very  gradually,  the  period  during 
which  the  prmlucers  will  submit  to  lowered  profits  will  be  corre- 
spondingly prolonged.  And,  thirdly,  the  foreign  producers — or 
some  of  them — may  be  in  a  varying  degree  exempt  from  the 
equalizing  effects  of  competition,  either  generally,  or  in  the 
markets  of  the  protecting  country  :  in  consequence  of  which  they 
may  have  been  making  extra  profits  by  their  transactions  in  these 
markets ;  so  that  even  a  considerable  and  permanent  reduction 
of  profits  may  not  lead  them  to  abandon  their  business.  This 
may  hapi>eu  in  various  ways — thus  (e.g.)  single  producers,  or 
combinations,  in  a  countrj'  (A)  may  monopolize  the  manufecture 
of  certain  commodities  .sold  in  another  country  (B)  ;  and  maybe 
thereby  enabled  to  sell  their  products,  if  untaxed,  for  a  price  so 
high  that  even  when  reduced  by  the  whole  amount  of  a  protective 
duty  imposed  in  B  it  would  still  remain  fairly  remunerative. 

'  It  may  be  convenieut  to  show  bv  a,  simplf  hypothetical  cbkc  how  a  duty 
may  at  once  protpct  the  native  manufacturer  atle<iiiately  and  rwoup  the  country 
for  the  cxpenRC  of  protecting  him.  Suppot^e  that  a  5  per  cent,  duty  i»  imposed 
on  foreign  silks:  and  that  in  consetinenco,  after  a  certain  interval,  half  the  silks 
consumed  are  the  product  of  native  industry,  and  that  the  price  of  the  whole 
has  risen  2^  per  cent.  It  is  obvious  thnt,  under  these  circumstances,  the  other 
half  which  cornea  from  abroad  yielda  the  state  5  per  cent.,  while  the  tax  levied 
from  the  consumers  on  the  whole  is  only  2j)  per  cent. ;  so  that — apart  from  tho 
cost  of  collecting  the  tax— the  protecting  nation  in  tlie  aggrcttatc  contributes 
nothinf;  to  the  expanse  of  protection,  wliich  falls  entirely  on  the  for^ijm  pro- 
ducers. 
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Under  these  circu instances  there  is  no  thcDretical  means  of 
tleterniinitig  generally  h<iw  far  the  imposition  of  the  duty  will 
tend,  even  ultimately,  to  raise  the  price  of  the  taxed  commodities 
in  B ',  Again,  some  among  the  pr'Hhicers  in  question  may  have 
special  advantages  as  comparLil  with  the  rest,  in  producing  for 
the  foreign  markets.  One  obvious  advantage  of  this  kind  is 
that  uf  situation.  Thus,  .suppose  that  A  has  been  supplied  with 
coal  from  two  ffroiips  of  coal-mines  in  B,  one  of  which  is  situated 
on  the  side  adjoiriing  A  and  the  other  on  the  sicle  remote  from 
it:  and  suppi^se  for  simplicity  that  the  mines  yield  coal  of  the 
same  quality  at  the  same  cost  of  extraction.  Then  if  a  protective 
duty  of  ^H.  a  ton  ia  laid  by  A  on  imported  coal,  raising  the  price 
of  coal  in  A  2«.  a  ton,  the  result  may  be  that  after  a  time  it 
ceases  to  be  profitable  to  send  coal  into  A  from  the  remoter 
mines  of  B,  while  it  still  remains  profitable  to  send  it  from 
the  nearer  ones,  though  to  a  diminished  extent,  and  for  a 
diminished  profit. 

Iq  short :  unless  foreign  products  are  completely  excluded 
by  import  duties,  such  duties  may  partly  have  the  effect  of 
levying  a  tribute  on  foreign  producers,  the  amount  and  duration 
of  which  may  in  certain  special  cases  be  considerable.  Of  course 
such  tribute-levying  will  generally  be  a  game  that  both  countries 
can  play  at  to  a  certain  extent:  hence  the  danger  of  suffering 
from  retaliatory  imposts  may  render  protective  duties  inexpedient 
even  when,  apart  from  this  danger,  they  would  be  economically 
advantageous  on  the  whole.  On  the  other  hand,  if  the  broad  safe 
rule  of  'taxation  for  revenue  only'  were  once  abandoned,  it  might 
be  expedient  for  a  country  injured  by  the  import  duties  of  an- 
other to  impose  similar  duties  in  the  way  of  retaliation  even 
when  they  are  in  theuiselve-s  economically  disadvantageous, — just 
as  it  may  be  expedient  to  incur  a  greater  cost  in  actual  warfare, 
in  order  to  prevent  or  punish  more  violent  injuries  to  commerce. 
But,  in  any  case,  to  consider  more  particularly  the  conditions 
under  which  such  retaliatory  measures  are  to  be  recommended 
belongs  rather  to  the  practice  of  state-craft  than  to  the  Art  of 
Political  Economy. 

>  It  is  even  positil>1c,  in  the  case  Bnpposed,  that  the  price  of  the  taxed  com- 
inotlities  may  not  rise  in  B  at  all — in  wliich  CAse,  of  course,  the  tax  would  not 
be  pi'oteetive. 
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We  have,  however,  in  estimating  the  ecunoinlc  loss  and  gain 
of  protection,  to  take  into  account  certain  secondary  effects  of 
protective  duties,  which  are  of  a  somewhat  mixed  kind.  Supposing 
trade  to  be  in  equilibrium  at  tlie  time  that  the  demand  in  A  for  B'a 
commodities  is  artificially  restricted  by  import  duties  raising  their 
price,  and  supposing  that  other  things — including  the  demand 
in  B  for  A's  cnmnnxiities — remain  unchanged,  one  obvious  result 
will  be  that  B  will  import  more  than  she  exports;  hence  in  order 
to*  restore  the  balance  of  trade,  a  certain  readjustment  of  prices 
will  be  necessary  by  which  B  will  in  most  cases  tend  to  obtain  a 
somewhat  smaller  aggregate  of  imports  on  somewhat  less  advan- 
tageous term.s.  This  restriction  on  B's  import  tra<ie  may  pos- 
sibly not  reduce  roaterially  the  amount  of  her  imports /row  il,  if 
the  commodities  supplied  by  A  are  strongly  demanded  in  B;  since 
the  price  of  such  imports  may  be  paid  for  indirectly  by  trans- 
ferring to  the  merchants  of  A  the  debts  of  other  countries  who 
import  from  B.  In  this  case  the  secondary  effects  of  A's 
protection  on  the  trade  between  A  and  B  will  be  on  the  whole 
favourable  to  A.  On  the  other  hand  the  merchants  of  B  will 
tend  ceterU  jxtribtts  to  buy  from  a  country  to  which  they  also 
sell:  and  therefore  if  the  products  of  A  are  closely  pressed  in 
the  markets  of  B  by  the  competition  of  other  countries,  the 
protection  given  by  A  to  one  branch  of  her  industry  may  very 
likely  have  the  secondary  effect  of  inflicting  a  blow  upon 
another  branch — viz.  that  which  previously  supplied  the  ex- 
ports from  A  to  B. 

§  4.  I  have  now  to  call  attention  to  an  oversight  in  the 
ordinary  exposition  of  the  benefits  of  Free  Trade,  which  is  of 
some  importance  when  the  division  of  the  world  into  separate 
nations  is  taken  into  account  and  the  interests  of  a  single  nation 
alone  are  considered.  It  is  often  assumed,  expressly  or  tacitly, 
that  when  a  class  in  a  given  nation  can  obtain  any  kind  of  com- 
modities cheaper  through  foreign  trade,  the  nation  as  a  whole 
must  be  benefited  by  their  so  obtaining  it.  What  is  overlooked 
is  the  possibility  that  the  portion  of  the  nation  from  which 
employment  is  withdrawn  by  the  change  catmot  be  employed 
within  their  own  country  without  a  loss  of  utility  on  the  whole 
greater  than  the  gain  from  the  cheaper  foreign  supply  of  the 
commodities  they  were  producing  before  the  changr.     I  Ho  not 
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think  this  result  at  all  a  probable  one,  iu  the  case  of  a  country 
as  large  and  as  industrially  advanced  as  England.  Bnt  I  think  it 
ninst  be  admitted  in  any  theoretical  treatment  of  the  Bubject 
that  in  order  to  realise  the  economic  advantage  obtainable  by 
free  tra<le  between  two  countries,  a  displacement  of  labour  and 
ca]>ital  out  of  one  of  the  countries  may  be  necessary :  so  that  the 
afffjregate  wealth  of  the  persons  living  in  thus  country  may  be 
reduced  by  the  change. 

It  may  be  worth  while  to  illustrate  this  result  by  considering 
an  extreme  hypothetical  case.  Suppose  a  country  (A)  so  thickly 
populated  that  additional  agricultural  produce  could  not  be 
obtained  from  the  soil  except  at  a  rapidly  increasing  expense ; 
and  suppose  that  one-third  of  its  actual  pnxluce  of  this  kind — 
say,  for  brevity,  its  corn — is  now  consumed  by  the  persons  engaged 
in  its  chief  branches  of  manufacture.  Suppose  that  the  country, 
having  been  strictly  protected,  adopts  Free  Trade,  and  that 
conseiineutly  the  manufactures  in  question  are  obtained  at  half 
the  price  from  another  country  (B)  in  exchange  for  com:  and 
for  simplicity  let  us  assume  that  the  result  of  the  fall  in  price  is 
that  the  same  total  price  is  paid  for  the  manufactures  annually 
consumed.  What  then  are  the  manufacturing  labourers  thrown 
out  of  work  by  the  chang<^  to  do?  The  course  most  obviously 
suggested  by  the  circumstances  is  that  they  should  emigrate 
ami  supply  the  labour  rerpiired  in  the  extended  mannfucturesof 
B,  or  in  the  newly  developed  trade  between  A  an{|  B.  If  they 
do  not  do  this,  there  soema  no  general  ground  for  assuming  that 
they  will  all  be  able  to  find  emjiloymeut  in  A,  as  remunerative 
U.S  that  withdrawn  from  them.  No  doubt  as  the  cost  of  pro- 
duction in  agriculture  may  be  assumed  to  increase  continuously, 
a  certain  amount  of  additional  labour  may  now  be  employed  in 
agriculture  which  will  be  more  productive  on  the  whole  than 
.some  of  the  labour  employed  before  the  trade  was  opened — the 
diminution  in  the  amount  of  com  produced  by  each  new 
labourer  being  more  than  balanced  by  the  increased  power  of 
the  com  to  purchase  manufactures.  But  if  the  additional  labour 
is  only  applicable  at  a  ra]>idly  increasing  cost,  the  point  will 
very  .soon  come  at  which  this  balance  will  be  reversed :  and  it  is 
quite  conceivable  that  a  portion  of  the  labourers  thrown  out  of 
manufacturing  enployment  could  not,  in  the  present  condition 
s.  p.  E.  32 
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of  industry,  be  employed  in  A  in  agriculture  so  as  even  to  provide 
their  own  consumption.  And  if  they  could  not  be  profitably 
employed  in  agriculture  it  is  theoretically  possible  that  they 
could  not  be  so  employed  at  all ;  so  that  the  natural  result  of 
Free  Trade  may  be  that  A  will  only  support  a  smaller  population 
and  that  its  aggregate  wealth  may  be  diminished  by  the  change. 
The  fear  of  such  a  result  as  that  just  described  has  undoubtedly 
been  important  among  the  motives  that  have  operated  on  the 
side  of  Protection.  I  think  that  the  alarm  has  usually  been 
without  much  practic&l  justification:  but  I  think  that  it  ought 
to  be  met  not  by  a  fallacious  general  demonstration  that  the 
result  feared  cfuinot  happen,  but  by  a  careful  exposition  of  the 
reasons  why  it  is  not  likely  to  happen  in  any  particular  case  to 
an  extent  that  ought  to  influence  a  statesman's  action. 

Note.  In  the  above  discussion  I  have  confined  my  attention  as  far 
as  possible  to  such  arguments  as  are  strictly  economic  and  naturally 
lend  themselves  to  an  abstract  and  technical  treatment.  There  are, 
I  need  hardly  say,  several  other  considerations  both  for  and  against 
protection,  which  would  have  to  be  carefully  weighed  in  dealing 
with  the  question  from  a  directly  practical  point  of  view : — one  of 
which  will  come  to  be  discussed  in  the  next  chapter,  in  which  I  shall 
pass  to  consider  governmental  interference  with  a  view  to  more 
equitable  distribution. 


CHAPTER  VI. 

THE  PBINCIPLES  OF  DIOTEIBUTIVB  JUSTICE. 

§  1.  In  the  preceding  chapters  we  have  considered  the  grounds 
and  limits  of  governmental  interference  so  far  aa  its  end  is  the 
most  economic  production  of  purchasable  utilities  estimated  at 
any  given  time  at  their  market  value.  Many,  however,  of 
the  particular  kinds  of  interference  that  we  have  had  occasion  ^ 
to  discuss  are  commonly  recommended  not  from  this  point  of 
view  alone,  but  also  as  conducive  to  a  better  distribution  of 
produce ;  whether  this  better  distribution  is  expressly  judged  to 
bo  such  because  it  is  more  economic  (in  the  sense  above 
explained);  or  whether — as  is  more  ordinarily  the  case — it  is 
preferred  and  commended  as  more  "Just"  or  "Equitable." 
On  the  other  hand  such  interferences  are  often  condemned 
on  grounds  of  Justice ;  as  involving  a  violation  of  the 
rights  of  individuals.  In  the  following  chapter  I  propose  to 
discu.ss  governmental  interference  with  distribution — ^including 
the  comprehensive  schemes  for  such  interference  recommended 
by  Socialist  or  semi-socialist  writers — from  a  purely  economic 
or  utilitarian  point  of  view  ;  considering  how  fiur  Individualism 
or  Socialism  may  be  expected  to  lead  to  most  happiness,  so  far 
as  this  depends  on  the  production  and  distribution  of  the  pro- 
duce of  industry.  In  my  vievr  this  is  the  consideration  that 
ought  to  be  decisive  with  the  statesman  and  the  philanthropist. 
But  it  seems  expedient  to  clear  the  way  for  this  discussion  by  a 
brief  examination  of  other  ethical  views  of  the  distribution  of 
wealth  and  of  the  social  order  on  which  it  mainly  depends; 
since   there  are  still  many  thoughtful  persons  who  consider 
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the  present  individualistic  organization  of  society  to  be  abso- 
lutely right,  regarding  all  intorference  with  private  property  as 
"spoliation,"  and  all  interference  with  free  contract  as  "tyranny 
"of  the  state  over  the  individual."  On  the  other  hand  there 
are  Socialists  who,  with  no  less  sincerity,  pronounce  private 
prcipeity  generally — or  private  property  in  the  instruments  of 
production — to  be  "robbery,"  and  regard  the  wages-contracts 
resulting  frmn  it  as  the  manifestation  of  the  "enslavement  of 
"labour  by  capital." 

The  opposition  between  the  two  views  is  violent  and  at 
first  sight  irrocoQcilcablc ;  I  tliink,  however,  that  it  will  be  found 
possible  to  reduce  it  materially  by  careful  consideration  of  the 
opposing  doctrines,  and  so  ultimately  to  find  a  common  ground 
on  which  a  profitable  discussion  may  be  conducted  between 
them. 

It  may  seem  that  such  a  discussion  has  not  sufficient  bearing 
on  practical  problems  to  be  appropriately  included  in  this  part 
of  my  treatise.  And  no  doubt  the  proposal  to  abolish  private 
property — even  if  limited  to  the  instruments  and  materials  of 
production — caimot  be  said  to  come  as  yet  within  the  range  of 
a  statesman's  consideration  ;  except  as  an  actual  or  possible 
source  of  <Iaugerous  and  disordering  agitation  among  the  j»oorer 
classes.  But  the  proper  application  of  the  notions  "just," 
"fair,"  "equitable,"  &c.,  to  different  ])arts  of  the  existing  distri- 
bution of  wealth  is  undeniably  a  matter  for  practical  considera- 
tion ;  since  the  demand  that  wages,  profits,  rents  should  be 
"fair"  is  continually  mado  and  approved  by  large  sections  of 
the  community  who  would  shrink  from  any  scheme  of  whole- 
sale interference  with  the  rights  of  property.  And  we  shall,  I 
tliink,  obtain  a  clearer  and  fiilUir  view  of  the  general  principles 
of  Justice  or  Equity  wliich  are  implicitly  assumed  on  one  side 
or  another  in  the  discussion  of  such  demands,  if  we  examine 
the  broad  issue  between  the  individualistic  ideal  of  society, 
approximateh-  realised  in  modem  civilized  communities,  and 
the  various  socialistic  schemes  that  have  been  constructed  with 
the  view  of  remedying  its  alleged  injustices.  Such  an  examina- 
tion is  not,  I  conceive,  without  interest  even  for  those  economists 
(chiefly  English)  who  aim  at  a  purely  scientific  treatment  of  the 
problem  of  distribution.      For  the   conclusions  of   economic 
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science  have  always  been  supposed  to  relate  ultimately — how- 
ever qualified  and  supplemented — to  actual  human  beings ;  and 
actual  human  bt-ings  will  not  permanently  acquiesce  in  a  social 
order  that  common  moral  opinion  condemns  as  unjust. 

We  may  begin  by  removing  a  complication,  by  which  the 
argument  is  sometimes  confused,  arising  from  the  fact  that  the 
individualistic  system  is  in  possession  of  the  field.  Some  per- 
sons, if  the  abolition  of  private  property  were  proix)sed,  would 
condemn  the  proposal  as  unjust,  merely  because  the  institution 
actually  exists  and  has  always  existed  from  time  immemorial. 
Reflection,  however,  would  probaVtly  convince  them  that  thi.s 
position  is  untenable ;  since  they  would  not  deliberatiily  main- 
tain either  that  no  established  social  order  could  bo  unjust  or 
that  if  unjust  it  ought  nevertheless  to  be  pc^rpetual.  That  any 
removal  of  legalized  and  long-standing  social  iujusticL-s  should 
be  managed  with  as  much  regard  as  possible  to  the  legitimate 
expectations  of  the  persons  profiting  by  such  injustices  would 
be  admitted  by  all  reasonable  persons;  and  more  than  this 
would  hardly  be  demanded  by  any  in  the  case  of  such  generally 
approved  changes  as  the  abolition  of  slavery,  serfdom,  absolute 
despotism,  or  oppressive  oligarchical  privileges.  Thus  our 
question  must  eleivrly  bo  whether  the  in.stitution  of  private 
property  is  to  be  regarded,  from  an  abstract  point  of  view,  as 
just  or.  unjust.  It  would  not  even  be  contended,  in  the 
parallel  cases  just  mentioned,  that  full  compensation  ought 
to  be  given  to  the  persons  damnified  by  the  changes;  for 
such  compensation  as  would  secure  them  advantages  equal  to 
those  that  they  had  lost  would  often  bo  obviously  impossible. 
All  that  can  be  said  generally  is  that  the  compensation  for  the 
disappointment  of  legitimate  e.xpoctations  ishonlil  be  a-s  nearly  \ 
adequate  as  the  circumstances  of  the  case  allow.  / 

On  the  other  hand  we  may  equally  neglect  the  argument 
that  the  existing  inequalities  in  the  division  of  property  have 
had  their  origin  in  injustice ;  even  if  we  grant  that  this  is 
largely  true  in  the  case  of  the  nations  of  modern  Eunjpc.  For  to 
disturb  expectations  based  on  ages  of  orderly  possession,  merely 
in  order  to  remedy  such  ancient  wriings,  is  not  defensible  on  any 
even  plausible  principles  of  jurisprudence  or  morality:  such  a 
measure  could  only  be  primd  /a4n«  justifiable  if  it  led  to  the 
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final  substitution  of  a  more  equitable  social  order.  Any  plau-  ^ 
sible  attack  on  private  property  must  be  based  on  objections  not  I 
to  its  origiu,  but  to  its  eft'ects;  and  similarly,  if  the  absoluto  1 
justice  of  the  institution  is  to  be  maintained,  it  must  not  be  I 
merely  because  it  exists,  but  because  it  is  based  on  rational  I 
principles.  '^^ 

§  2.  Let  us  ask,  then,  on  what  grounds  it  can  be  argued  that 
individuals  have  an  inalienable  right  to  private  property,  which 
must  avail  always  and  ever}'where  against  all  considerations  of 
equity  or  expediency  that  may  be  urged  in  favour  of  Socialistic 
schemes  ? 

The  most  received  positive  answer  to  this  question  is,  I 
think,  that  which  treats  the  full  right  of  private  property — 
including  the  right  of  freely  disposing  of  it  by  exchange  or 
otherwise — as  an  indispensable  element  of  the  right  to  Liberty. 
"What  a  Just  social  order  (it  is  said)  secures  to  individuals  is 
Equal  Freedom ;  whatever  inequalities  in  the  enjoyment  of  the 
material  means  of  happiness  may  actually  result  from  the 
exercise  of  this  Freedom  are  ixrhaps  to  be  deplored  and  volun- 
tarily alleviated,  but  certainly  not  to  bo  forc-ibly  prevented  by 
the  .ictiou  of  Government.  This  Equal  Freedom,  then,  is  held 
to  include  tlie  liberty  of  securing  to  oneself  and  transferring  to 
others  the  sole  use  of  any  material  things  not  hitherto  appro- 
priated. 

Against  this  interpretation  of  Social  Justice  considerations 
have  often  been  urged  which  may  be  summed  up  in  the  follow- 
ing dilemma.  If,  on  the  one  hand,  we  mean  by  Freedom  simply 
the  antithesis  of  physical  coercion,  it  does  not  appear  that  the 
most  perfect  realisation  of  the  '  Freedom  of  each  so  far  as  com- 
'  patiblo  witli  the  Freedom  of  all  others '  would  include  the  estab- 
lishment of  private  property  at  all :  it  would  be  strictly  limited 
to  protection  of  the  individual  from  interference  while  actually 
using  any  portion  of  matL-rial  wealth,  in  the  same  way  as  be 
would  be  now  protected  while  using  roads,  commons,  &c.  If, 
on  the  other  hand,  we  extend  the  notion  of  Equal  Freedom  to 
include  equal  opportunity  for  gratifying  desires,  then  it  does 
not  appear  how  Equality  of  Freedom  can  be  realised  so  far 
as  any  appropriation  is  allowed  which  renders  things  of  the 
kind  appropriated  unattainable,  or  more  difficult  of  attainment, 
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by  others.  But,  if  this  be  granted,  since  land  is  a  commodity 
of  this  kind — at  least  in  all  but  very  thinly  peopled  societies — 
and  since  most  other  property  has  come  from  appropriated 
land,  the  supposed  basis  of  the  right  of  private  property  can 
give  but  very  little  support  to  the  institution  in  an  advanced 
stage  of  social  progress. 

Similar  difficulties  arise  if,  instead  of  the  more  general 
"realisation  of  Freedom",  the  special  principle  that  "every 
"man  has  a  right  to  the  produce  of  his  labour''  is  proposed 
as  fundamental.  Human  labour  i^  obviously  not  the  cause  of 
the  viatter  of  any  material  product,  but  only  of  its  form  ;  there- 
fore if  a  man  is  to  have  right  of  property  in  the  product  he 
must  have  already  been  allowed  to  appropriate  the  material ; 
and  this  preliminary  appropriation  will  require  justification. 
To  say  that  he  has  laboured  in  seeking  it  is  a  manifest  strain- 
ing of  the  principle  that  we  are  considering ;  since,  as  was  before 
said,  land,  the  grand  primary  material  or  natural  instrument 
of  that  agricultural  and  extractive  labuur  which  ia  the  pre- 
requisite of  all  other  productive  work,  is  not  something  which 
a  man  would  have  to  labour  seriously  in  seeking,  if  appropria- 
tion in  land  had  not  already  been  allowed.  And  at  any  rate  the 
first  finder's  labour  caunot  give  him  a  right  to  diminish  the 
opportunities  of  other  seekers.  The  only  mode  of  defending  ^ 
private  property,  ou  the  basis  of  thi.s  principle,  which  seems  j 
to  rae  at  all  tenable,  is  to  maintain  that  this  inevitable  diuiinu-  / 
tion  of  opportunities  ia  adequately  compensated;  that  the' 
appropriatiuu  by  first  comers  of  the  '  spontaneous  gifts  of  nature ' 
is  not  substantially  unfair  to  those  who  come  after,  because 
though  they  find  the  land  and  its  prodiice  appropriated,  they 
are  placed  in  a  better  jwsition  than  they  would  be  in  if  there 
had  been  no  appropriation.  And  this  is,  I  think,  true  if  wo 
consider  these  later  comers  in  the  aggregate:  it  seems  to  mo 
clear  that  existing  labour,  tak*.'n  iu  the  aggregate,  gains  more 
by  the  results  of  previous  labour,  which  it  finds  accumulated, 
then  it  loses  by  the  appropriation  of  the  laud ;  especially  since 
a  considemble  portion  of  the  utility  of  the  land  itself  must  be 
included  among  these  accumulated  results. 

§  3.  But  granting  that  the  encroachment  on  the  opportunities 
of  existing  labourers,  involved  in  private  property,  is  adequately 
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compensated  to  such  labourers  iu  the  aggregate,  it  does  not 
follow  that  the  compeusation  is  adequate  in  the  case  of  all 
classes  of  these  laboiiivrs.  The  question  still  remains  whether 
the  individualistic  system  of  private  property  and  free  contract 
tends  to  give  particular  labourers  what  their  services  are  fairly 
worth.  And  this  question  is  one  that  cannot  be  avoided  by  the 
Ivocates  of  this  system:  since  the  prevalent  acquiescence 
In  the  results  of  competitive  distribution  is  largely  due  to  the 
more  or  less  definite  conviction  that  free  competition  affords 
the  best  realisation  possible,  in  a  community  of  human  beings, 
of  the  principle  that  "  every  man  shoukl  have  tliu  opportunity 
"  of  obtainirtg  a  fair  return  for  Lis  labuur."  Indeed  we  may  say 
that  Political  Economy  has  importantly  modified  popular  ethical 
conceptions,  by  defining  the  common  moral  ideal  of  equity  iti 
exchange,  where  pre-economic  morality  had  left  it  vague  and 
indeterminate.  The  pre-economic  morality,  whether  of  the 
vulgar  or  of  philosophers,  considered  services  and  protlucts 
as  possessing  "  intrinsic  worth  ; "  and  the  same  conception  still 
governs  the  moral  judgments  of  the  vulgar,  even  in  the  present 
stage  of  economic  culture — thus,  one  continually  hears  thrifty 
housekeepers  agreeing  iu  moral  disapprobation  of  the  present 
race  of  servants,  for  their  persistence  in  demanding  "  more  than 
"  they  are  worth."  But  reflection  soon  shows  that  the  ordinary 
estimate  of  this  intrinsic  worth  is  merely  dejjeudeut  on  custom 
and  habit ;  so  that  some  other  standard  of  value  has  to  be 
found,  unless  wo  are  prepared  to  condemn  any  deviation  from 
custom  as  extortionate.  And  this  no  one  in  modern  times  is 
prepared  to  do :  extended  historical  knowledge  has  shown  lis 
the  wide  variations  of  such  customs  from  place  to  place,  and  the 
changes  that  time  has  continually  wrought  in  them  ;  and  has 
thus  irresi-stibly  demonstrated  the  irrationality  of  setting  up  aa 
a  fiual  staudai-d  the  custom  of  a  particular  age  and  country. 
In  this  difficulty  the  economic  ideal  of  free  competition  has 
been  widely  accepted  as  supplying  the  required  standard  ;  so 
that  the  price,  which  competition  tends  at  any  time  to  fix  as 
the  market-price  of  any  kind  of  services,  has  been  taken  to  re- 
present the  universal  or  social — and  therefore  morally  valid — 
estimate  of  the  "  real  worth  "  of  such  services. 

But — apart  from  the  exceptional  cases  noticed  in  a  previous 
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chapter* — this  view  of  the  market-price  of  services  is  only 
geiK-rally  true  with  a  very  iiiijiurtimt  qualification.  The  com- 
petitive renniueration  of  the  iiulividuals  service  to  society  docs 
not  tend  to  correspond  to  his  share  of  the  total  utility  of 
the  kiml  of  services  ho  renders :  what  it  tends  to  measure  is 
merely  its  finai  utility, — what  the  coinmunity  would  lose  by 
the  subtraction  of  a  single  individual's  servicea  This  distinc- 
tion at  ouce  explains  and  is  illustrated  by  the  advantage  which 
under  certain  circumstances  a  clii-ss  of  labourers  may  conceivably 

I'Obtain  by  a  combination  which  enables  them  to  sell  their 
services  in  tlie  at^gi-egato ;  for  they  thus  force  society  to  reckon 
the  total  utility  of  this  aggregate,  which  may  be  indefinitely 

r  greater  than  the  sum  of  the  additional  utilities  of  the  portions 
supjilied  by  the  individual  labourers,  estimated  ."separately./ 
And  when  any  set  of  scantily  paid  workers  complain  of  their 
wages  as  "  unfair,"  this  discrepancy  between  total  and  final 
utility  often  seems  to  be  vaguely  present  to  their  minds;  they 
consider  the  groat  importance  to  society  of  the  aggregate  of 
the  services  of  their  class,  rather  than  the  comparatively  triHing 
importance  of  the  services  of  any  individual  worker.  Often, 
however,  the  complaint  expresses  simply  the  moral  dissatis- 
faction with  the  proportionment  of  reward  to  final  utility, 
which  ari.ses  when  the  causes  that  influence  the  latter  are 
clear/y  understood  and  carefully  considered.     If  a  man   is  as 

Jndastrious   to-day  as   he    was  yesterday,  it  seems  hard   that 

f  he   should   suffer   because   some   unforeseen  decrease    in   the 

demand  for  his   commodity,  or  some   increase   in  the   supply 

of  his  particular  kind  of  labour,  has  reduced  the  final  utility  of 

his  services. 

But  if  we  reject  the  measurement  of  "  worth  "  of  labour  by 
final  utility,  what  other  standard  can  we  take  ?  To  determiue 
the  reward  of  any  species  of  labour  by  estimating  the  loss  which 
the  subtraction  of  the  whole  aggregate  of  such  labour  would 
inflict  on  society  is  obviously  futile  and  impracticable.  The 
production  of  necessaries  and  that  of  luxuries  would  from  this 
point  of  view  be  incommensurable ;    all,  if  permitted,   would 

'  Seo  oh.  ii.  o(  this  book.  Some  of  the  dlQicalties  in  determining  \rhat  is 
a  'fair  contract'  iu  particalar  cases,  will  be  again  discuiiaod  in  the  ooncluding 
chapter. 
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choose  the  former;  and  no  reason  could  be  given  for  selecting 
some  rather  than  others  for  this  high  function  and  remune- 
ration. 

It  may  perhaps  be  suggested  that  we  should  estimate 
desert  not  by  tho  utility  rendered  to  the  recipient  of  a  service, 
but  by  the  effort  of  the  worker.  But  though  this  estimate  ia 
certainly  in  harmony  with  the  general  notion  of  good  and  ill 
desert,  outside  the  region  of  exchange, — since  the  merit  of 
a  deserving  act  is  generally  held  to  lie  in  its  intention  rather 
than  its  result, — the  attempt  to  apply  this  principle  to  the 
distribution  of  social  produce  would  involve  us  in  insuperable 
difficulties.  For  not  only  should  we  have  to  abstain  from  re- 
warding physical  strength  and  quickness,  and  ingenuity,  so  far 
as  these  qualities  are  independeut  of  the  agent's  voluntary 
c6fort ;  but  we  should  find  it  hard  to  show  why  even  energy  and 
perseverance  are  to  be  remunerated,  unless  we  can  prove  that 
these  qualities  are  not  merely  inherited  natural  gifts  :  so  that 
the  principle  of  rewarding  desert  would  be  in  danger  of  finding 
no  realisation,  through  our  scrupulous  anxiety  to  realise  it 
exactly' !  On  the  whole,  therefore,  we  seem  led  to  the  con- 
clusion that  the  demand  for  greater  justice  in  distribution  can 
only  be  practically  interpreted  as  a  demand  that  diftcrences 
in  renumeratiou,  due  to  causes  other  than  the  voluntary  exer- 
tions of  the  labourers  remunerated,  should  be  reduced  as  far  as 
possibk-. 

§  4-.  If  it  be  admitted  that  '  fair  wages  '  may  be  defined, 
for  practical  purposes,  as  'market  wages  as  they  would  be  under 
the  condition  of  the  least  possible  inequality  of  opportunities," 
it  remains  to  consider  how  such  a  condition  is  to  be  secured. 
Now  it  has  certaiuly  been  the  firm  and  long-cherished  belief  of 
many  adherents  of  the  traditional  Political  Economy,  that  un- 
restricted freedom  of  action  and  contract  would  tend  to  reduce 
tho  actually  inevitable  inequality  of   economic  opportunities 

'  It  may  be  observed  that — for  these  or  other  reasons — some  reconBtructora 
of  society  have  discarded  Desert  and  adopted  as  their  principle  of  distributiva 
justioe  either  simple  Eqnality,  or  Equality  modified  by  diflerenoos  of  Need.  In 
the  next  chapter  I  have  discusued  briefly  the  oommnnistic  institntions  in  which 
either  of  these  views  finds  its  natural  development;  bat  I  have  not  thought  it 
fitting  to  introduce  them  here,  as  I  do  not  conrider  these  principles  to  be  eren 
vaguely  implied  in  the  carrect  notions  of  "jtiet"  or  "fair"  distributioo. 
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to  the  lowest  attainable  iirmirnum — so  soon  at  any  rate  aa 
enlightenment  should  be  sufticiently  diffused  by  means  of 
eliriaeiitary  education  and  the  spread  of  cheap  means  of  ob- 
taining information  by  newspapers,  &c.  They  have  believed 
that  labour  thus  becoming  mobile  would  flow  where  the 
demand  for  it — or  its  final  utility — was  greatest,  nearly  as 
easily  and  rapidly  as  water  finds  its  own  level;  so  that  no 
considerable  class  of  persons  would  for  any  length  of  time 
obtain,  as  remiineratiou  for  tiieir  labour,  materially  more  or 
less  than  the  market-price  of  the  most  useful  services  that 
nature  and  their  own  or  others'  labour  and  care  had  qualified 
them  to  render.  They  have  admitted  that  very  great  inequalities 
of  income,  due  to  inheritance,  would  probably  continue  to  exist; 
but  they  have  thought  it  not  unjust  that  A'&  income  should  be 
augmented  by  the  results  of  his  ancestors'  labour  and  care, 
whether  in  the  form  of  material  wealth  or  personal  aptitudes — 
as-suming,  of  course,  that  such  augmentation  did  not  tend  to 
make  B'&  income  less  than  it  would  otherwise  have  been. 

Those  who  hold,  on  the  other  hand,  that  this  view  of  the 
tendencies  of  laissei'  /aire  is  far  too  optimistic,  urge  chiefly  the 
following  objections.  In  the  first  place,  it  is  impossible  to 
prevent  the  eftects  of  monopoly,  especially  monopoly  resulting 
from  combination,  from  modifying  and  disturbing  to  an  indefinite 
extent  the  eflfects  of  free  competition,  without  placing  the  freedom 
of  exchange  and  association  under  restraints  of  a  kind  that  the 
advocates  of  laisser  /aire  could  not  consistently  recommend. 
And  we  may  add  that  the  attempt  to  impose  such  restraints, 
even  if  made  in  the  style  of  tho  most  despotic  of  modem 
Governments,  could  never  have  more  than  a  very  imperfect  and 
unsatisfactory  kind  of  success.  It  could  at  most  only  prevent 
express  aud  open  combination  ;  but,  as  we  have  before  observed', 
the  efifects  of  monopoly  may  be  largely  brought  about  by  tacit 
conibinatiuii,  which  is  obviously  easier  to  the  rich  few  than  to 
the  many  poor,  and  which,  therefore,  it  would  be  highly  objection- 
able and  invidious  to  favour  indirectly  by  suppressing  the  only 
force  that  could  effectively  counteract  it.  On  the  other  hand 
no  advocate  of  laisser  /aire  has  ever  supposed  that  a  struggle 
ftmong  ditl'ereut  combinations  of  producers,  each  aiming  at  its 
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own  sectional  interest,  can  have  any  general  tendency  to  bring 
about  a  just  distribution  of  produce,  according  to  any  recognlBcd 
view  of  justice. 

There  is,  indeed,  one  way  in  which  the  State  may  effectually 
prevent  the  disadvantageous  results  of  inoiiopoly  without  vexa- 
tious and  iuiiuisitoriul  legislation  ;  viz.  by  taking  into  its  own 
hands  a  business  that  would  otherwise  fall  into  the  hands  of 
private  monopolists  ;  since  it  is  thus  enabled  both  to  manage 
the  business  in  the  interests  of  the  community,  and  to  secure  to 
the  public  purse  whatever  profit  it  is  possible  and  expedient  to 
make  out  of  it.  In  preceding  chapters  we  have  seen  that  the 
absence  of  any  general  coincidence  between  the  interest  of  the 
monopolist  aud  that  of  the  community,  as  regards  the  extent  and 
quality  of  the  commodities  supplied  by  the  former,  constitutes  a 
strong  argument  for  this  kind  of  governmental  interference  from 
the  point  of  view  of  production;  we  have  now  to  note  that  it 
is  also  to  be  recommended  as  tending  to  remove  an  important 
source  of  unmerited  inequality  iu  distribution.  On  the  other 
side  we  have,  of  course,  to  weigh  carefully  the  general  draw- 
backs of  governmental  as  compared  with  private  management; 
aa  these,  in  certain  cases,  miglit  be  so  great  as  to  render  the 
loss  to  the  community  through  deteriorated  production  more 
important  than  the  gain  in  equity  of  distribution.  I  conceive, 
however  that  no  general  practical  conclusion  can  be  safely 
drawn  from  a  comparison  of  these  opposing  considerations,  as 
its  results  are  likely  to  vary  very  much  both  aa  regards  different 
countries  and  different  businesses  in  the  same  country. 

But  further,  the  critics  of  laisaer  faire  also  lay  stress  on  the 
growing  element  of  fluctuation  and  uncertainty  in  the  relations 
of  demand  and  supply  of  commodities,  iu  consequence  of  the 
more  e-xtensive  organization  of  industry  through  international 
exchange.  In  this  way,  they  maintain,  the  complexity  of  the 
causes  affecting  any  worker's  remuneration  tends  to  increase  in 
a  far  greater  ratio  than  his  intellectual  resources  for  forecasting 
their  effects ;  so  that  the  element  of  '  desert '  in  his  gains  and 
losses  of  income  tends  to  become  continually  less  instead  of 
greater.  The  facts  at  present  appear  to  bear  out  this  view; 
though  we  have  hardly  grounds  for  predicting  the  continued 
increase  of  this  fluctuation  and  uncertainty — rather  it  would 
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seem  reasonable  to  regard  this  increase  as  probably  itself 
fluctuating  and  uncertain.  But  sudden  and  consiileralilc 
changes  in  the  earnings  of  particular  classes  of  j^roducftrs,  due 
to  unforeseen  changes  in  the  demand  for  (or  supply  of)  their 
commodity,  must  he  admitted  to  be  a  probably  frequent  in- 
cident of  the  world-wide  extension  of  trade.  From  this  point 
of  view  we  must  admit  that  there  is  some  force  in  what  has 
been  urged  by  Protectioni.st3  as  regards  the  tendency  of  Pro- 
tection to  keep  the  conditions  of  production  more  stable,  and 
prevent  the  great  fluctuations  in  local  demands  for  labour 
which  the  changes  of  widely  extended  trade  are  liable  to  cause. 
Ou  the  other  hand  it  must  bo  admitted  that  the  same  extension 
of  trade  tends  to  minimize  such  fluctuations  in  supply  and 
price  of  commodities  as  are  due  to  unfavourable  seasons  or  other 
natural  causes :  and  if,  in  order  to  retain  this  advantage, 
Protection  were  limited  to  articles  which  are  either  but  little 
expcsed  to  such  calamities,  or  are  not  necessaries  of  life  or 
industry,  the  security  against  unmerited  fluctuations  in  earnings 
would  be  correspondingly  partial':  and,  in  any  case,  they 
would  still  be  liable  to  occur  from  infernal  developments  of 
trade  and  industry.  Aud  if  any  Government  were  to  attempt 
the  extensive  interference  that  would  be  required  to  make  the 
security  against  unmerited  fliictuatiun.s  approximately  complete, 
it  would,  I  conceive,  find  an  in.superable  difficulty  in  discrimi- 
nating between  losses  really  inevitable  and  those  that  could  have 
been  prevented  or  largely  reduced  by  foresight,  promptitude, 
and  versatility  in  adapting  action  to  changed  circumstances; 
so  that  govornmcntnl  interference,  by  checking  this  spontaneous 
adaptation  of  the  industrial  system  to  the  conditions  of  its  growth, 
would  be  liable  to  impair  seriously  its  productive  efficiency. 
Hence,  though  I  think  that  a  civilized  community  ought  to  bo 
always  prepared  to  give  effective  aid,  through  its  Government, 
in  any  case  uf  acute  an<l  widespread  di.stress  caused  to  any 
section  of  its  members  by  changes  in  industr}'  or  trade,  I  hold 
that  such  intervention  ought  to  be  limited  to  these,  extreme 


'  It  mnst  also  be  borne  in  mind  that  any  restrictionB  on  trade  have  an 
iudcfinUe  bat  important  teoileuoy  to  bamper  ita  general  developTnent,  and 
diminiab  its  efiScicncj  for  rendering  in  time  of  need  services  that  may  be  required 
from  it. 
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eases;  and  could  never  be  advantageously  employed  as  a 
general  remedy  agaiust  the  divergences  from  equity  in  the 
competitive  distribution  of  produce,  that  such  changes  are 
continually  liable  to  cause. 

§  5.  It  is  more  plausible  to  hold  that  such  a  remedy  i.s  pos- 
sible where  the  changes  are  mainly  in  one  direction,  and  result 
in  an  "  unearned  increment "  continually  obtained  by  the  owners 
of  a  certain  kind  of  projwrty,  through  its  increasing  scarcity  iu 
relation  to  the  demand  for  it.  The  chief  case  of  this  is  land  iu 
a  country  where  population  is  continually  growing  thicker.  We 
have  seen,  indeed,  that  the  rise  in  the  value  of  merely  agri- 
cultural laiid,  which  the  increasing  demand  for  agricultural 
produce  tends  to  bring  about,  may  be  more  than  counteracted 
by  any  kind  of  sudden  and  extensive  improvements  in  pro- 
duction, especially  by  the  cheapening  of  transport  and  the 
opening  of  new  channels  of  supply  through  trade  from  abroad. 
But  the  rise  of  land  near  towns,  or  otherwise  conveniently 
situated  fur  the  purpose  either  of  building  or  direct  enjoyment, 
is  not  on  the  whole  affected  by  this  cause.  Hence,  taking  all 
the  varied  utilities  of  land  into  account,  I  should  infer  that  the 
aggregate  rental  of  almost  all  existing  civilized  countries  will, 
at  the  close  of  any  period  sufficiently  long  to  allow  for  transient 
oscillations,  have  received  a  considerable  "  unearned  incre- 
"ment;" — provided  that  the  existing  tendencies  to  increase  of 
population  continue  to  operate  without  material  change.  And, 
80  far  as  this  increment  can  be  definitely  foreseen  and  measured, 
it  would  certainly  be  an  important  approximation  to  equality 
of  opportunities  if  the  landowners  could  be  prevented  from 
appropriating  it  by  any  legislation  not  otherwise  inequitable. 
It  should,  however,  be  observed  that  if  the  landowner  has  no 
claim  to  the  portion  of  increased  rent  that  is  not  due  to  the 
labour  or  forethought  of  himself  or  his  predecessors  in  owner- 
ship, no  other  individual  member  of  the  community  can  urge 
any  more  claim  ;  hence  any  attempt  to  secure  any  portion  of 
this  increment  for  the  particular  persons  to  whom  he  happens 
to  have  let  his  land,  by  prescribing  "fair  rents"  below  the 
inaarket-rate,  cannot  be  justified  on  this  score.     The  equitable 

im  must  be  taken  to  be  that  of  the  community'. 

*  It  is  gometitnes  said  that  Engliabmen  ia  tLe  aggregate  have  no  special 


;bap. 


DISTRIBUTIVE  JUSTICE. 


511 


I  do  not  doubt  the  abstract  validity  of  this  claim :  but 
there  appear  to  me  to  bo  the  following  grave  objections 
against  any  attempt  to  enforce  it,  in  the  cose  of  land  that  has 
once  passed  completely  into  private  ownership, — even  apart 
from  the  inevitable  uncertainty  of  any  practical  conclusion  that 
assumes  the  continuance  of  the  existing  tendencies  to  increase  of 
population.  In  the  first  place,  we  have  every  reason  to  suppose 
tliat  at  least  a  great  part  of  the  future  unearned  increment  of  rent 
is  already  discounted  in  the  present  market-price  of  land  :  and  it 
would  be  manifestly  unjust  to  mulct  the  particular  persons  who 
keep  their  wealth  in  the  fonn  of  land,  by  taking  from  thorn  a 
portion  of  the  market-value  of  their  property.  It  could  only  be 
unearned  additions  to  the  existing  market-value  of  the  land 
that  could  flvirly  be  taken  by  the  state — or  rather  whatever 
part  of  such  additions  could  be  shown  to  be  due  to  unforeseen 
increase  of  rental' :  and  there  would  be  much  difficulty  in 
separating  this  portion  clearly  from  the  earned  increment.  For 
in  many  cases  the  increased  utility  and  value  uf  the  land  would 
often  be  found  to  be  only  partly  unearned,  as  it  would  be  due 
to  favourable  circumstances  well  turned  to  account;  and  in 
such  cases  I  do  not  know  how  we  could  pronounce  what  pro- 
portion of  the  increment  was  to  be  set  down  to  circumstances 
and  what  in  the  insight  and  enterprise  of  the  man  who  skilfully 
availed  himself  of  them.  And  if  a  landowner  were  liable  at 
any  time  to  have  to  prove  that  the  additional  value  of  any  part 
of  his  land  was  not  "  unearned,"  in  order  to  prevent  its  being 
taken  from  him  by  au  extra  tax,  the  utilization  of  land  by 
private  enterprise  would  receive  a  severe  check.     Further,  if 

d&ima — aa  against  the  rest  of  th«  haman  race— to  tho  tineamed  increment  in 
the  value  of  English  land.  Bat,  firstly,  this  position  in  not  tenable  ;  »nc«  it  is 
mainly  tbo  devolopment  of  the  Gnglifih  community  and  the  manner  in  which 
that  community  has  diBtributed  itself  over  the  country  that  it  inhabits,  which 
baa  raised  the  value  of  English  land.  And,  secondly,  whatever  rights  the  rest 
of  the  human  race  may  have  to  the  land  now  held  by  Englishmen  are  in  no 
degree  encroached  upon  by  an  agreement  of  Englishmen  to  hold  their  land  in 
common,  so  long  as  immigration  into  England  remains  an  free  as  beforo. 
Indeed  it  must  be  obvious  that  the  utility  of  EngUah  land  would  be  more  open 
to  the  enjoyment  of  the  rest  of  t^e  human  race  after  "nationaliution"  than 
Ivefore,  ao  long  aa  immigration  was  not  rcstiioted. 

*  Aa  we  have  noticed  in  an  earlier  part  of  thia  work,  a  rise  in  the  selling 
valne  of  land  might  be  merely  dae  to  a  fall  in  the  rate  of  interest. 
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the  state  confiscated  unearned  increment,  justice  would  require 
it  to  give  compensation  for  "  undeserved  decrement : "  and  this, 
again,  would  involve  an  equal  difficulty  of  valuation,  and  a 
dangerous  withdrawal  of  the  motive  that  a  landowner  whose 
land  is  declining  in  value  now  has  to  exert  himself  to  discover 
some  new  means  of  turning  it  to  account. 

The  only  practicable  way,  I  think,  of  attaining  the  end  in 
view  would  be  for  the  state  to  assume  the  ultimate  ownership  of 
land  generally,  and  reward  the  skill  and  enterprise  of  indi- 
viduals in  whose  hands  its  value  increases, — according  to  the 
method  before  proposed  in  the  case  of  railways,  &c. — by  allowing 
them  to  reap  the  whole  advantage  of  such  increase  for  a  certain 
limited  period.  Justice  would  of  course  require  that  adequate 
compensation  should  be  given  to  existing  owners ;  and  it  has 
been  urged  that  the  financial  operation  that  would  be  required, 
in  order  to  buy  back  nearly  the  whole  land  of  a  fully  occupied 
country  from  its  private  owners,  would  be  beyond  the  resources 
even  of  England  ;  or  at  least  that  the  community  would  lose  by 
the  increased  rate  of  interest  that  would  have  to  be  paid  more 
than  it  could  possibly  gain  by  uneai-ned  increment.  But  this 
difficulty  may  I  conceive  be  avoided,  as  Cliffe  Leslie  suggested*, 
by  deferring  the  time  at  which  the  community  would  enter 
upon  the  ownership  of  the  land.  The  question  rather  is 
whether  the  diminution  in  production  to  be  expected  from  (1) 
the  inertness  and  jobbery  incident  to  public  management,  (2) 
the  inevitable  divergence  of  interests  of  owner  and  lessee 
respectively,  and  (3)  the  loss  of  the  special  satisfactions,  and  any 
special  stimulus  to  labour  and  care,  which  individuals  now 
derive  from  the  sense  of  ownership,  is  not  likely  to  outweigh 
any  gain  in  equity  of  dbtribution;  even  allowing  for  any 
advantages  that  may  be  fairly  hoped  from  governmental  ad- 
ministration, in  spite  of   its  drawbacks — e.g.    from    greater 

>  Fortnightly  Review,  October,  1880.  Cliffe  Leslie,  indeed,  held  that  the 
"reqoiiements  of  jnstioe  and  expediency  wonid  be  satisfied"  if  it  were  simply 
enacted  that  all  land  shonld  become  pnblio  property  in  the  year  2001.  And 
certainly  the  yalne  of  what  the  landowners  woold  lose  in  this  case  would  be 
comparatiTely  trifling;  bat  I  do  not  see  why  even  this  loss  shonld  be  thrown 
exclnsively  on  the  particolar  class  of  persons  who  happen  to  own  land,  onless  it 
can  be  shown  to  be  on  other  gronnds  jost  that  their  share  of  the  harden  of 
taxation  should  be  somewhat  increased. 
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economy  iu  the  collection  of  rents,  especially  of  small  farms,  the 
more  uniform  application  of  principles  accepted  by  experts,  and 
the  power  of  borrowing  on  better  terms.  I  should  not  hesitate 
to  answer  this  question  affirmatively  in  reference  to  most 
existing  communities  at  the  present  time:  though  it  is  quite 
possible  that  the  management  of  governmental  business  may  in 
the  future  be  so  much  improved  as  to  render  it  clearly 
expedient  to  "  nationalise  the  land." 

§  6.  In  any  case  the  Nationalisation  of  the  Land  would  in- 
volve so  large  a  transfer  of  private  capital  to  public  ownership  that 
its  proposal  must  inevitably  raise  the  further  question  whether 
other  portions  of  the  capital  of  individuals  should  not  be  simi- 
larly nationalised :  especially  since — in  recent  years  at  least — 
the  loudest  complaint  against  the  existing  individualistic  system 
of  distribution  has  related  to  the  undue  share  of  the  produce 
of  industry  supposed  to  be  obtained  by  "capital"  in  its  com- 
petition with  "labour."  This  complaint,  as  usually  formulated, 
fails  to  discriminate  between  the  two  elements  of  the  yield  of 
capital  which  we  distinguished  in  Book  II.  under  the  terms 
"interest"  and  "wages  of  management."  Accoi-ding  to  the  view 
adopted  in  the  present  treatise,  the  causes  that  determine  the 
amount  of  these  two  elements  of  "profit"  are  so  fundamentally 
diflFerent,  that  it  is  necessary  to  consider  the  present  qiiestion 
with  regard  to  each  separately. 

As  regards  "wages  of  management,"  we  certainly  found 
reason  to  believe  that  large  capitalists  engaged  in  business 
obtain  on  the  average  a  larger  proportional  remuneration  for 
their  labour  than  any  other  class  of  workers.  As  we  saw',  this 
is  implied  in  the  assumption,  commonly  made  both  by  economists 
and  by  practical  men,  that  at  least  an  equal  percentage  of  profit 
is  earned  by  such  capitalists ;  since  the  labour  of  management 
certainly  does  not  increase  in  simple  direct  proportion  to  the 
amount  of  capital  managed.  At  the  same  time  the  question  how' 
far  these  extra  earnings  are  to  be  regarded  as  unfair  is  not  one 
that  admits  of  a  simple  and  decisive  answer;  since — where 
no  combination  or  other  monopoly  comes  in — they  must  be 
caused  by  the  superior  productiveness  of  businesses  on  a  large 
scale  carried  on  by  individual  capitalists ;  and  this  greater  pro- 
>  Cf.  ante.  Book  ii.  ch.  ix. 
S.  P.  E.  33 
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ductiveness,  again,  must  be  cbiefly  due  to  the  keener  concern 
and  more  strenuous  activity  which  men  in  general  shew  in 
the  management  of  aflfairs  of  which  they  have  the  sole  con- 
trol and  reap  the  sole  profit.  On  the  other  hand,  since  the 
amount  of  the  employers'  extra  gains  is  due  not  to  the  scarcity 
of  possible  employers  personally  qualified  and  willing  to  perform 
equally  productive  work,  but  to  the  scarcity  of  persons  who 
being  thus  qualified  and  willing  are  able  to  obtain  capital, — 
it  can  hardly  be  expected  that  other  members  of  the  com- 
munity should  acquiesce  patiently  in  this  large  remuneration 
of  the  labour  of  capitalist  employers,  so  far  as  it  admits  of  being 
removed  by  associated  action. 

Hence  I  should  refrain  from  condemning  as  unfair  the  efforts 
of  labourers  to  reduce  the  profits  of  employers  by  combinations 
to  raise  wages :  though,  as  has  been  already  said,  the  principle 
on  which  such  combinations  proceed  is  one  which  could  not 
conceivably  be  employed  as  a  general  basis  for  an  equitable 
distribution  of  produce. 

Hence,  again,  if  any  reduction  in  the  extra  earnings  of 
capitalist  employers  can  be  effected  by  improvements  in  the 
management  of  associated  capital,  the  resulting  gain  in  aggre- 
gate produce  tends  to  be  accompanied  by  a  greater  approxima- 
tion to  equaUty  of  opportunities — at  least  as  among  owners  of 
different  amounts  of  capital.  And  from  this  point  of  view  any 
successful  and  profitable  extension  of  governmental  manage- 
ment of  industry — which  we  may  regard  as  a  peculiar  species  of 
associative  management — would  seem  to  be  doubly  desirable. 

But  further ;  we  saw  that  it  is  not  only  the  large  capitalist 
whose  services  (as  employer)  tend  to  be  at  a  scarcity  price 
as  compared  with  those  of   smaller  capitalists ;   advantages 
similar  in  kind  are  possessed  in  various  degrees  by  capitalists,  or 
rather  by  the  children  of  capitalists,  of  lower  grades  in  the  scale 
of  wealth — including  those  who  possess  "personal  capital"  in 
the  knowledge  and  skill  acquired  by  industrial  or  professional 
training.     These  advantages  are  realized,  whenever  the  differ- 
ences in  the  average  remuneration  of  different  grades  of  labour 
are  in  excess  of  what  would  amount  to  ordinary  interest  on  the 
additional  outlay  required  for  sustenance  during  an  additional 
period  of  education,  and  for  the  greater  cost  of  the  education 
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itself.  Here  again  we  may  say  that  so  far  as  the  scarcities 
which  cause  these  differences  can  be  diminished  or  removed  by 
governmental  action  that  is  socially  profitable — ^as  (e.g.)  by 
a  system  of  free  or  cheapened  education,  of  which  the  coat 
would  be  repaid  to  the  community  in  the  increased  productive- 
ness of  labour — the  tendency  of  such  action  to  realize  greater 
equity  in  distribution  may  be  admitted  as  an  additional  argu- 
ment in  its  favour. 

But  even  if  such  interference  could  be  carried  to  the  point  at 
which  there  were  no  difiFerences  in  the  remuneration  of  different 
kinds  of  labour  except  such  as  represented  ordinary  interest  on 
different  outlays  of  capital,  it  might  still  be  argued  that  the 
payment  of  interest  at  all  on  capital  is  itself  a  removable  cause 
of  inequality  of  opportunities ;  and  that,  therefore,  its  removal 
would  bring  about  a  more  truly  just  distribution  of  produce. 
The  grounds  on  which  this  has  been  maintained  by  modern 
Socialists  are  deserving  of  careful  examination;  as  they  have 
not,  I  think,  been  adequately  apprehended  by  the  individualist 
writers  who  have  replied  to  them*.  It  may  be  observed,  in  the 
first  place,  that  if  the  market- rate  of  interest  is  attacked  at  all, 
from  the  point  of  view  of  abstract  justice,  there  is  no  reason  for 
stopping  short  of  total  abolition ;  it  would  be  quite  arbitrary  to 
select  any  particular  rate  of  interest  as  ideally  more  just  than 
any  other.  On  behalf  of  total  abolition,  the  contention  of 
the  Socialist  is  that  "the  full  produce  of  labour  ought  to  go 
"to  the  labourer."  To  this  the  Individualist  sometimes  thinks 
it  sufficient  to  reply  by  urging  the  helpless  state  in  which 
labour  would  bo  placed  if  deprived  of  the  instruments  of 
all  kinds  which  constitute  the  main  part  of  the  real  capital  of 
the  community.  But  this  answer  is  not  really  to  the  point ;  as 
the  Socialist  can  effectively  rejoin  that  doubtless  labour  requires 
instruments,  and  the  labour  of  making  instruments  should  be 
remunerated  t&  fully  as  any  other  kind  of  labour ;  but  that 
interest  is  certainly  not  the  remuneration  for  this  labour ;  being 
in  fact,  as  the  economists  of  laisser  /aire  school  have  been 
especially  careful  to  explain,   payment  for  what  Senior  and 

'  I  onght  to  say,  on  the  other  hand,  that  the  Socialist  argnments  that  I  have 
seen  have  been  wanting  in  clearness  of  distinction  between  interest  and  that 
extra  profit  of  emplojring  capitalists  that  we  have  jnst  been  diaoassing. 

33—2 
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others  have  called  the  "abstinence"  of  the  capitalist;  or,  as  I 
Lave  preferred  to  say,  for  the  delay  that  he  allows  to  intervene 
between  the  application  of  the  labour  and  tlie  consumption  of 
its  product.  The  real  question  therefore  is  not  whether  instru- 
ments ought  to  be  made  but  whether  it  is  fair  that  this  delay 
involved  in  making  them  should  have  to  be  paid  for.  On  the 
Individualist  side  it  is  urged  with  truth  that  Labour  has  gained 
on  the  whole  by  the  delay  to  a  far  greater  extent  than  is  repre- 
sented by  the  interest  paid.  But  the  Socialist  can  answer  that 
the  private  ownership  of  what  I  have  called  'producers"  wealth 
is  not  a  necessary  condition  of  this  gain.  He  can  urge  that  if 
the  community  once  for  all  took  possession  of  the  producers' 
capital  that  is  now  in  private  hands,  all  future  accumulations  of 
such  capital  might  go  on  just  as  they  would  do  on  the  existing 
system,  assuming  that  the  community  would  consent  to  devote 
as  much  labour  as  at  present  to  the  production  of  remote  utili- 
ties ;  so  that,  even  supposing  the  present  interest  to  be  paid  to 
the  dispossessed  owners  of  the  capital  already  accumulated,  the 
labourers  might  still  divide  among  themselves  the  increment  of 
produce  continually  accruing  from  new  accumulations  of  capital. 
In  short,  all  the  'saving'  required  could  be  done  without  being 
paid  for,  if  it  were  done  by  the  community  previous  to  the 
division  of  the  produce. 

It  must  be  admitted,  I  think,  first,  that  the  social  accumula- 
tion of  instruments  might  conceivably  be  carried  on  by  the 
community,  and  without  any  payment  of  interest ;  and  secondly, 
that  there  is  no  principle  of  abstract  equity  which  renders  it 
morally  obligatory  to  carry  it  on  as  at  present,  by  first  allowing 
individuals  to  divide  up  the  whole  produce  of  social  industry, 
and  then  promising  them  future  payments  if  they  will  allow  a 
portion  of  their  shares  to  take  the  form  of  fresh  instruments. 
And  if  the  former  method  of  providing  for  the  progress  of 
industry  could  be  trusted  to  work,  without  any  counterbalancing 
drawbacks,  the  perpetuation  of  the  inequalities  of  distribution 
that  we  see  to  be  inevitably  bound  up  with  the  existing  system 
would  be  difficult  to  reconcile  with  our  common  sense  of 
justice  as  I  have  been  led  to  interpret  it\     Nor  do  I  think 

I  Even  assuming,  as  is  nsoally  done,  that  it  would  be  necessary  for  the 
complete  realisation  of  the  Socialistic  scheme  to  refuse  to  enforce  private  con- 
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that  the  difficulties  of  transition  from  the  one  system  to  the 
other,  or  the  inevitable  disappointment  of  expectations  involved 
in  it,  would  necessarily  be  more  intense — though  of  course 
they  would  be  indefinitely  greater  in  extent — than  those  which 
in  the  course  of  modem  history  have  actually  attended  the 
abolition  of  slavery  in  our  colonies,  of  serfdom  in  Russia,  or  of 
oppressive  feudal  privileges  in  other  European  States.  I  do  not 
mean  to  imply  that  the  transition  to  Socialism  is  to  be  classed 
with  the  changes  just  mentioned,  even  if  it  be  regarded  merely 
as  a  distant  stage  of  social  progress;  but  I  conceive  that  in 
urging  the  reasons  for  not  so  regarding  it  we  have  to  pass — as 
in  the  case  of  the  remedies  for  inequality  of  opportunity  that 
we  have  before  discussed — from  the  point  of  view  of  distribu- 
tion to  that  of  production.  I  object  to  Socialism  not  because 
it  would  divide  the  produce  of  industry  badly,  but  because  it 
would  have  so  much  less  to  divide.  But  when  this  objection  is 
urged  the  controversy  is  necessarily  shifted  from  the  tribunal 
of  abstract  Justice  to  one  where  utilitarian  or,  as  I  have  called 
them,  "economic"  considerations  are  taken  as  decisive. 

tracts  for  lending  of  money  at  interest,  I  cannot  regard  this  as  a  fundamental 
objection  on  the  ground  of  justice.  If  the  interference  with  freedom  involved 
in  appropriation  of  land  to  individuals  can — as  I  hold — only  be  justified  by  the 
gain  to  production  that  it  has  caused,  I  do  not  see  why  this  other  interference 
should  not  equally  be  jastifiel  if  without  impairing  production  it  tended  to 
bring  about  an  adequate  improvement  in  distribution. 


CHAPTER  VII. 

ECONOMIC  DISTRIBUTION. 

§  1 .  In  the  preceding  chapter  we  have  considered  the  question 
of  governmental  interference  with  a  view  to  a  more  equitable 
distribution  of  produce.  I  now  pass  to  consider  how  far  such 
interference  is  desirable  on  economic  grounds :  that  is,  as  was 
explained  in  the  first  chapter  of  this  Book,  in  order  that  a 
greater  aggregate  of  utility  or  satisfaction  may  be  obtained 
from  the  produce  of  the  labour  and  capital  of  the  community. 
It  may  appear  that  there  is  no  material  discrepancy  between 
the  practical  conclusions  to  which  we  are  led  by  reasoning  from 
either  point  of  view :  but  the  lines  of  reasoning  themselves  are 
widely  different.  So  far  as  we  aim  at  realizing  Justice  or 
Elquity — according  to  the  interpretation  of  these  notions  that 
has  been  chiefly  discussed  in  the  preceding  chapter — the 
proportionment  of  the  individual's  share  of  produce  to  his 
Deserts  is  the  primary  end  to  be  sought,  and  the  removal  of 
inequalities  only  as  a  means  to  this ;  that  is,  only  so  far  as 
these  inequalities  are  due  to  other  causes  than  the  dififerent 
worth  of  the  exertions  unequally  remunerated.  Whereas  from 
a  purely  economic  point  of  view  the  relation  of  Desert  and 
Equality  is  the  reverse ;  a  more  equal  distribution  is — subject 
to  certain  important  qualifications  that  will  be  presently  stated 
— more  economic :  and  though  the  principle  of  rewarding 
desert  remains,  in  my  view,  paramount,  it  is  rather  as  a  stimulus 
indispensable  to  the  most  economic  production,  which  thus 
presents  itself  as  a  condition  by  which  all  efforts  to  make 
distribution  more  economic  ought  to  be  confined.     The   dis- 


tinctioQ  is  perhaps  rather  formal  tltau  iiiateriiil ;  but  it  is 
necessary  to  make  it  clear,  iu  order  that  the  relatiou  of  the 
present  to  the  preceding  chapter  may  be  understood. 

The  primd  facie  ground,  then,  on  which  the  interference 
uf  Government  with  the  distribution  of  produce  that  results 
from  tljc  individualistic  organization  of  industry  appears  eco- 
nomically desirable,  lies  in  the  very  great  inequalities  in  income 
to  wliicli  this  organization  leads.  The  common  sense  of  man-'' 
kind,  in  cousiduring  these  inei|ualities,  implicitly  adopts,  as  I 
conceive,  two  projjositiona  laid  down  by  Bentham  as  to  the 
relation  of  weahli  to  hap]uness: — viz,  (1)  that  an  increase  of 
wealth  is — speaking  broadly  and  generally — productive  of  an 
increase  of  happiness  to  its  possessor ;  and  (2)  that  the  resulting 
increase  of  happiness  is  not  simply  jiroportional  to  the  increase 
of  wealth,  but  stands  iu  a  decreasing  ratio  to  it. 

The  former  of  these  propositions  will  be  thought  by  many 
to  need  no  support;  considering  the  vast  and  varied  aggregate 
of  widely  felt  desires  which  wealth  supplies  the  means  of  grati- 
fying. Still  it  is  notorioua  that  it  has  been  rouniUy  denied  by 
a  large  number  of  thoughtful  persons.  Indeed,  a-s  was  before 
observed  '.oven  the  Author  of  the  Wealtk  of  Natium  hasexpressed 
himself  with  remarkable  decision  in  the  oppo.<iite  sense.  I  think, 
however,  that  the  sentimental  optimism  which  held  that  happi- 
ness is  equally  distributed  between  the  palace  and  the  cottage — 
with  a  preference,  if  at  all,  in  favour  of  the  cottage — has  wellnigh 
vanished  before  a  more  careful  and  impartial  study  of  the  facta  of  / 
social  existence.  At  the  present  day,  even  those  who  most  warmly 
assail  Politica!  Economy  on  tiie  ground  of  the  exaggerated  im- 
portance which  it  attaches  to  wealth,  do  not  usually  go  so  far/ 
Jis  to  maintain  that  increase  of  wealth  is  not  important  for  the 
individual  and  for  society  so  far  as  it  can  be  obtained  without 
any  sacriHce  of  other  sources  of  happiness.  It  is,  indeed,  probable 
that  there  are  many  rich  individuals  who  would  be  happier  on 
the  whole  if  they  were  poorer;  and,  again,  that  the  immediate 
effect  of  a  sudden  and  considerable  increase  in  the  wealth  of 
certain  sections  of  the  poorer  classes  might  very  likely  be  a 
diminution  of  happiness,  on  account  of  the  increase  of  pernicious 
indulgences  that  it  would  bring  with  it.  But,  making  all 
<  lutruduction,  c.  ti.  $  3. 
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allowance  for  such  partial  or  transitory  exceptions,  it  remains 
true  that  the  practical  reasonings  of  the  great  mass  of  mankind 
— whether  for  themselves  or  for  others  in  whom  they  are  indi- 
vidually interested — proceed  on  the  assumption  that  it  is  an 
advantage  to  be  richer ;  and,  further,  that  the  judgment  of  the 
most  highly  cultivated,  scrupulously  moral  and  sincerely  reli- 
gious persons — as  expressed  in  their  conduct — does  not  diverge 
materially  from  that  of  the  vulgar  in  the  matter.  The  ilite 
certainly  disagree  very  much  with  the  vulgar  as  to  the  real 
value  of  particular  purchaseable  commodities ;  but  they  do  not 
practically  doubt  that  additional  control  over  purchaseable 
commodities  generally  is  an  important  gain  to  an  individual 
who  obtains  it.  A  man  who  chose  poverty  for  himself,  except 
for  some  manifest  special  and  unpurchaseable  advantage,  or  at 
the  manifest  call  of  some  special  duty,  would  be  deemed 
eccentric  :  a  man  who  chose  it  for  his  wife  and  children  would 
be  generally  thought  to  deserve  a  harsher  name. 

On  the  other  hand  few,  I  conceive,  would  estimate  the 
advantage  of  additional  wealth  so  highly  as  even  to  dispute 
the  second  of  Bentham's  two  propositions  above  stated,  and  to 
contend  that  on  the  average  the  amount  of  satisfaction  derived 
from  wealth  tends  to  increase  in  simple  proportion  to  the  in- 
crease of  the  wealth  itself.  And  from  the  two  propositions** 
taken  together  the  obvious  conclusion  is  that  the  more  any 
society  approximates  to  equality  in  the  distribution  of  wealth 
among  its  members,  the  greater  on  the  whole  is  the  aggregate 
of  satisfactions  which  the  society  in  question  derives  from  the  J 
wealth  that  it  possesses.  {, 

Reflection,  however,  shews  that  this  interference  is  only  legiti- 
mate under  certain  conditions:  viz.  that  the  total  amount  of 
produce  to  be  divided,  and  the  number  of  persons  among  whom 
it  is  to  be  divided,  remains  unaffected  by  the  change  in  distri- 
bution ;  and  further  that  the  change  has  no  tendency  to 
diminish  the  happiness  of  the  community  so  far  as  it  is  derived 
from  other  sources  than  increase  of  wealth.  These  conditions 
require  careful  examination ;  since  it  will  be  found  that  under 
each  of  these  heads  important,  if  not  decisive,  considerations 
may  be  urged  in  favour  of  the  existing  incqiuditics  of  distri- 
bution. 
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§  2.  In  the  first  place  it  is  conceivable  that  a  greater 
equality  in  the  distribution  of  produce  would  lead  ultimately 
to  a  reduction  in  the  total  amount  to  be  distributed,  in  con-  (^\  \ 
sequence  of  a  general  preference  of  leisure  to  the  results  of 
labour  on  the  part  of  the  classes  whose  shares  of  produce  had 
increased.  It  may  be  said  that  we  should  have  no  ground  for 
supposing  in  this  case  a  diminution  in  average  happiness  cor- 
responding to  the  diminution  in  wealth ;  since,  by  supposition, 
the  increase  of  leisure  would  be  chosen  as  likely  to  give  more 
happiness  than  the  increase  of  wealth.  There  are,  however, 
two  considerations  of  some  weight  which  may  lead  us  to  doubt 
the  soundness  of  this  primd  facie  view.  In  the  first  place 
there  is  a  wide-spread  opinion  among  observant  persons  that 
human  beings  generally  have  a  tendency  to  overvalue  leisure 
as  a  source  of  happiness.  All  those  who  maintain  that  riches 
frequently  fail  to  bring  an  increase  of  happiness  to  their  posses- 
sors commonly  lay  great  stress  on  this  tendency;  they  argue 
that  the  rich  miss  happiness  largely  through  an  undue  pursuit 
of  passive  pleasures  and  amusements,  to  the  neglect  of  those 
that  may  be  derived  from  strenuous  activity  for  a  serious  end. 
I  am  myself  disposed  to  take  this  view :  and  I  should  regard 
it  as  highly  probable  that  a  sudden  and  large  increase  of  the 
income  of  the  poorer  classes  might  cause  them  to  fall  exten- 
sively into  similar  imprudence :  while  the  removal  of  the 
stimulating  examples  which  the  lives  of  the  rich  now  offer  of 
the  varied  satisfactions  to  be  derived  from  abundant  wealth 
would  probably  tend  still  further  to  promote  general  sloth.  But 
again,  even  supposing  that  the  diminution  in  their  labour  led 
immediately  to  a  real  increase  of  happiness  through  increased 
leisure,  there  would  still  remain  the  objection  that  it  might 
diminish  the  provision  against  social  calamities  causing  great 
and  sudden  loss  of  wealth,  which  is  now  supplied  by  the 
superfluous  consumption  of  the  rich.  Such  calamities — whether 
due  to  natural  causes,  or  to  war, — may  now  be  met  by  a  re- 
striction of  the  luxurious  expenditure  of  the  richer  classes 
generally — through  voluntary  contributions  and  increased  taxa- 
tion combined — by  which  the  extreme  distress  that  they  would 
otherwise  cause  to  the  poorer  classes  may  be  mitigated.  But 
a  Community  that  had  exchanged  its  superfluous  wealth  for 
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greater  leisure  would  have  lost  this  resource ;  and  its  additionaJ 
power  of  increasing  its  labour  would  be  an  inadequate  substitute, 
owing  to  the  difficulty  of  making  it  promptly  effective- 
But  again,  even  supposing  that  the  equalization  of  shares 
did  not  diminish  the  average  activity  of  the  workers  of  the 
community,  it  might  still  diminish  the  efficiency  of  labour 
through  its  effect  on  the  accumulation  of  capital.  At  present, 
the  greatest  part  of  the  saving,  by  which  the  stock  of  instru- 
ments in  the  country  is  continually  increased  and  the  benefits 
of  invention  realized,  is  made  fi-om  the  larger  incomes  of  the 
rich  :  and  consequently  there  is  a  considerable  danger  that  an 
equalization  of  incomes  would  lead  to  a  decrease  in  the  propor- 
tion of  the  aggregate  income  of  the  community  thus  converted 
into  capital'. 

This  argument,  as  just  stated,  assumes  the  continuance  of 
the  present  individualistic  organization  of  industry:  since  under 
a  siMjialistic  system  the  accumulation  of  capital  would  be  con- 
trolled by  the  government  and  would  be  imlepcudent  of  the 
savings  of  individuals.  But  governments  have  hitherto  shewn 
themselves  timid  and  unenterprising  in  availing  themselves  of 
the  results  of  invention;  and  there  seems  no  reason  to  suppose 
that  a  socialistic  government  would  be  specially  bold  in  trying 
expensive  experiments. 

Again,  as  we  have  already  seen,  experience  would  lead  us  to 
conclude  that,  even  supposing  the  aggregate  of  accumulation 
not  to  be  diminished  by  a  more  e<pial  distribution  of  produce, 
still  a  quantum  of  capital  made  up  of  a  number  of  small  portions 
in  different  owntr^iliip  is  less  likely  to  be  productively  adminis- 
t^^red  than  an  equal  quantum  divided  among  a  few  wealthy 
owners.  The  small  savings  might  no  doubt  be  massed  by  asso- 
ciation in  auiounts  sufficiently  large  for  the  organization  of 
businesses  on  any  scale  that  might  be  found  most  economically 
expedient;  but  theory  and  experience  combine  to  shew  that 


I') 


*  It  may  be  observed  too  that  the  tentative  and  bazardoas  investments. 
which  have  hitherto  been  necessary  for  the  progress  of  industry  through 
invcution,  are  moie  appropriately  made  out  of  the  savingH  of  persona  who  suffer 
comparatively  little  from  the  partial  or  even  total  loaH  of  their  capital.  I  fear. 
however,  that  thii;  posiible  advantage  of  the  existing  ane<iual  distribution  of 
wealth  is  but  imperfectly  realized  at  prvwnt. 
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the  kecuuess  of  coiicurn,  and  the  power  of  prompt  ami  un- 
fettered action,  that  private  ownership  gives  would  still  bo 
wantitig  to  the  necessarily  salaried  :iud  controlled  managers  of 
these  buBinesses.  Unless  these  advantages  can  be  compensated, 
tu  a  greater  extent  than  they  have  hitherto  been,  either  by  some 
I'litiire  development  of  the  system  of  Cooperative  Production  or 
otherwise,  a  more  equal  distribution  of  capital  must  necessarily 
lie  attended  with  a  decrease  in  its  productive  efficiency.  And 
this  conclusion  holds  ei|iially  whether  we  suppose  the  existing 
tudividualistic  organization  of  society  to  continue  as  at  present, 
iir  to  be  wholly  or  partially  superseded  by  socialistic  institu- 
tions ;  so  far  as  we  have  no  ground  for  regarding  governmental 
management  of  capital  as  likely  to  be  superior  on  the  "whole  to 
average  joiutstock  mauagemciit  iu  the  points  in  which  the  latter 
is  less  efficient  than  management  by  private  owners. 

The  objections  above  stated  would  apply  with  increased 
force,  if  the  increase  through  cipializalion  of  tlie  incomes  of  the 
poorer  classes  should  cause  the  population  to  increase  at  a  more 
rapid  rate  than  at  present ;  so  that  ultimately  the  increment  of 
an  average  worker's  share  would  be  partly  spent  in  supporting  a 
larger  number  of  children,  and  partly  reduced  tlirough  tlie  de- 
crease in  the  efficiency  of  the  more  crowded  labour'.  It  would 
be  rash,  indeed,  to  predict  confidently  that  this  would  be  the 
effect  of  equalization  :  but  it  would  be  still  more  rash  to  ignore 
the  risk  of  it. 

Finally  we  have  to  consider  the  importance  of  the  social 
functions— over  and  above  the  economic  function  of  employing 
capital — which  the  wealthier  members  of  a  community  actually 
fulfil,  however  imperfectly  and  with  whatever  waste  of  resources, 
in  their  customary  employment  of  their  leisure  and  their  lux- 
urious expenditure.  I  do  not  now  refer  mainly  to  the  function 
of  governing — including  that  of  giving  suggestions  and  admoni- 
tions to  government — since  1  take  it  to  be  a  disputed  question 
of  Politics  whether  these  functions  in  the  present  stage  of  social 

1  Even  apart  from  the  dangers  of  dimmiahing  resources  against  nnforeseen 
calamity  and  checking  the  accumulation  of  capital,  it  »p«m3  at  least  highly 
doubtful  whether  a  mere  increase  in  the  number  of  human  beingit  living  an  an 
average  unskilled  labourer  lives  in  England  can  be  regarded  aa  iuvolviug  a 
material  increase  in  the  ijuantam  of  human  happiucM. 
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development  may  not  be  better  fulfilled  by  salaried  officiaJs  and 
professional  journalists,  &c.     I  refer  rather  to  what  may  be  com- 
prehensively though  vagtiely  designated  as  the  function  of  main- 
taining and  developing  knowledge  and  culture.     I  distinguish 
knowledge  from  culture,  though  the  latter  notion  would  naturally 
include  the  former,  because  of  the  peculiar  economic  importance 
of  the   progress  of  science,  as  the  source  of  inventions   that 
increase  the  efficiency  of  labour.    This  progress  in  past  ages  has 
been  largely  due  to  the  unremunerated  intellectual   activity, 
assisted  by  liberal  expenditure,  of  rich  and  leisured  persons.    At 
the  same  time  it  is  of  course  conceivable  that  the  development 
of  knowledge  should  be  adequately  carried  on — as  it  is  chiefly 
in  Germany  at  the  present  time — by  persons  salaried  and  pro- 
vided with  instruments  at  the  public  expense.     And  the  con- 
nexion between  scientific  discoveries  and  technical  inventions  is 
now  so  firmly  established  in  the  popular  mind,  that  probably 
even  a  government  controlled  entirely  by  persons  of  small 
incomes  would  not  refuse  the  funds  requisite  for  the  support  of 
the  study  of  physical  science  in  universities,  academies,   &c. 
The  case  is  diiFerent  with  such  knowledge  as  has  no  obvious 
practical  utility,  and  is  therefore  only  likely  to  be  valued  by 
persons  susceptible  to  the  gratifications  of  disinterested  curiosity. 
Such  knowledge  must  be  ranked,  as  a  source  of  elevated  and 
refined  gratification,   along  with    literature,    art,    intellectual 
conversation,  and  the  contemplation  of  natural  beauty.      The 
capacities  for  deriving  enjoyment  from  these  sources  constitute 
what  we  call  culture;  they  are  generally  regarded  by  persons 
possessed  of  them  as  supplying  a  most  important  element  in  the 
happiness  of  life ;  while  at  the  same  time,  so  far  as  we  can  judge 
from  past  experience,  it  is  only  in  a  society  of  comparatively- 
rich  and  leisured  persons  that  these  capacities — and,  still  more, 
the  faculties  of  producing  excellent  works  in  literature  and  art — 
are  likely  to  be  developed  and  transmitted  in  any  high  degree. 
There    seems   therefore   to    be    a  serious   danger   that    a 
thoroughgoing  equalization  of  wealth  among  the  members  of  a 
modem  civilized  community  would  have  a  tendency  to  check 
the  growth  of  culture  in   the  community.      The   amount  of 
loss  to  human  happiness  that  is  to  be  apprehended  from  this 
cflfcct  is  difficult  to  estimate ;  especially  since  those  who  estimate 
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it  most  highly  would  prohahly  refuse  to  allow  the  question 
to  be  decided  by  a  mere  consideration  of  the  actual  amount 
of  happiness  that  culture  has  hitherto  given.  They  have  a 
conviction  for  which  they  could  not  give  an  empirical  justifica- 
tion that  a  diffusion  of  culture  may  be  expected  in  the  future 
which  has  no  parallel  in  the  past :  and  that  any  social  changes 
which  cripple  its  development,  however  beneficent  they  may  be 
in  other  respects,  may  involve  a  loss  to  humanity  in  the  ag- 
gregate which,  if  we  look  sufficiently  far  forward,  seems  quite 
immeasurable  in  extent 

There  are,  in  fact,  several  distinct  practical  questions  sug- 
gested by  the  connexion  which  history  shews  between  the 
development  of  culture  and  the  existence  of  a  rich  and  leisured 
class  in  a  community  of  human  beings.  We  may  (1)  balance 
the  additional  happiness  gained  to  the  lives  of  the  few  rich  by 
culture  against  the  additional  happiness  that  might  be  enjoyed 
by  the  poor  if  wealth  were  more  equally  distributed ;  or  (2)  we 
may  consider  how  far  whatever  happiness  is  derived  horn  culture 
by  the  many  poor  depends  at  any  given  time  on  the  maintenance 
of  a  higher  kind  of  culture  among  the  few  rich  ;  or  (3)  we  may 
endeavour  to  forecast  the  prospective  addition  to  happiness 
when  culture  shall  have  become  more  diflTuscd,  which  would  be 
endangered  by  any  injury  to  its  present  development  among 
the  limited  class  who  now  have  any  considerable  share  in  it. 
From  each  of  these  three  distinct  points  of  view  arguments  of  a 
certain  force  may  be  drawn  in  favour  of  the  present  inequality 
in  distribution  of  wealth.  ^^ 

Any  estimate  of  the  force  of  the  considerations  above  given 
must  necessarily  be  vag^ue ;  but  it  seems  clear  that  they  apply 
far  more  strongly  against  any  sudden  sweeping  equalization, 
than  they  do  against  a  more  slow  and  gradual  movement  to- 
wards this  result, — accompanied  (as  it  naturally  would  be)  by 
an  improvement  in  the  average  intellectual  condition  of  the 
classes  who  would  benefit  pecuniarily  by  the  equalization. 

I  have  not  yet  mentioned  one  important  point : — the  loss  of 
the  specially  keen  stimulus  to  socially  useful  exertion  which 
the  prospect  of  obtaining  ample  wealth  by  business  talent, 
mechanical  invention,  or  professional  or  artistic  skill,  now  gives 
to  an  important  minority  of  persons.     Almost  any  method  of 
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introducing  greater  equality  of  incomes  would  involve  some 
loss  of  this  kind :  but  the  extent  of  such  loss  would  depend 
greatly  on  the  manner  in  which  the  equalization  was  carried 
out : — which  we  will  now  proceed  to  consider. 

§  3.  The  most  extreme  means  which  have  been  proposed 
for  equalizing  distribution  ai-e  the  systems  commonly  designated 
by  the  terms  "Communism"  and  "Socialism;"  which  involve 
either  the  almost  entire  abolition  of  private  property,  or  its 
restriction  to  consumers'  wealth.  These  terms,  however,  and 
especially  the  adjectives  Communistic  and  Socialistic,  are  also 
used  more  widely  to  describe  the  general  principle  of  any  modes 
of  governmental  interference  which  have  for  their  object  the 
attainment  of  the  same  result  in  a  more  partial  way.  This 
practice  appears  to  me  convenient ;  but  in  order  to  prevent 
vagueness  it  will  be  well  to  give  e£u:h  of  the  terms  as  precise  a 
signification  as  possible,  without  deviating  materially  from 
ordinary  usage. 

Of  the  two  terms  'Socialism'  is  the  more  comprehensive: 
Communism  being  generally  regarded  as  an  extreme  form  of 
Socialism,  in  which  the  most  thorough-going  antagonism  to 
the  institution  of  private  property  is  manifested.  It  would, 
however,  be  hardly  convenient  to  restrict  the  term  Communism 
to  systems  involving  the  complete  abolition  of  this  institution  ; 
since  no  one,  I  suppose,  has  ever  seriously  recommended  that 
(e.g.)  a  man  should  not  have  private  property  in  his  clothes. 
I  think  therefore  that  the  most  useful  way  in  which  we  can 
employ  the  terms  Communism  and  Communistic,  without 
deviating  materially  from  ordinary  usage*,  is  to  restrict  them 
to  those  schemes  or  measures  of  governmental  interference  for 
equalizing  distribution  which  discard  or  override  the  principle 
that  a  labourer's  remuneration  should  be  proportioned  to  the 
value  of  his  labour. 

The  proposal  to  organize  society  on  a  Communistic  plan, 
so  as  to  distribute  the  annual  produce  of  the  labour  and  capital 
of  the  community  either  in  equal  shares,  or  in  shares  varying 
not  according  to  the  dcsei-ts  but  according  to  the  needs  of  the 
recipient,  is  one  of  which  the  serious  interest  has  now  passed 

1  Cf.  Mill,  B.  u.  c,  1,  where  the  terms  are  nsecl  mth  a  denotation  substan- 
tially the  same  as  that  proposed  in  the  text. 
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away;  though  a  generation  ago  it  had  not  a  few  adherents, 
and  was  supported  with  earnestness  and  ability  by  more  than 
one  competent  writer.  And,  notwithstanding  what  has  been 
urged  in  the  preceding  section,  the  proposition  that  a  Com- 
munistic distribution  would  produce  more  happiness  than  the 
present  system,  if  it  could  be  realized  without  materially  affecting 
production,  or  removing  needful  checks  to  population,  is  at  any 
rate  a  very  plausible  one.  But  even  if  it  were  completely 
true  I  cannot  doubt  that  the  removal  of  the  normal  stimulus 
to  labour  (bodily  and  intellectual)  and  to  care,  which  the 
present  individualistic  system  supplies,  would  so  much  reduce 
the  whole  produce  to  be  divided,  that  any  advantage  derived 
from  greater  economy  of  distribution  would  be  decidedly  out- 
weighed— even  supposing  that  no  material  change  took  place  in 
population.  Probably  few  of  my  readers  will  dispute  this ;  but 
I  may  suggest  to  any  one  who  is  inclined  to  doubt  it,  to  compare 
the  average  energy  and  perseverance  in  labour  displayed  by 
even  respectable  and  conscientious  rich  persons,  even  when  they 
select  their  own  work,  with  the  average  energy  and  persever- 
ance of  professional  men. 

If  this  objection  be  allowed  to  be  decisive,  there  will  be  no 
necessity  to  raise  the  very  uninviting  ethical  questions  which 
would  be  inevitably  presented  by  the  practical  problem  of 
preventing  too  great  increase  of  population  in  a  communistic 
society.  I  do  not  indeed  regard  this  problem  as  insoluble ;  but 
I  do  not  see  how  the  diflBculties  in  which  it  is  involved  are  to 
be  overcome  without  such  a  revolution  in  the  traditional  habits 
and  sentiments  regulating  the  relations  of  the  sexes  as  no 
thoughtful  person  could  contemplate  without  alarm  and  dis- 
quiet. 

The  definition  of  Communism,  as  above  laid  down,  is  toler- 
ably distinct ;  and  it  enables  us  to  give  a  definite  significance 
to  the  adjective  'communistic,'  in  its  wider  application  to 
denote  the  tendency  of  minor  governmental  interferences.  That 
is,  we  shall  classify  as  communistic  any  law  or  institution  by 
which  a  portion  of  the  aggregate  produce  of  a  community 
is,  by  the  agency  of  Government,  distributed  to  individuals 
according  to  considerations  of  Need,  without  regard  to  their 
Deserts  or  previous  services.     For  instance,  according  to  this 
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definition,  the  English  Poor-Law  is  communistic  in  its  effects — 
though  not,  perhaps,  in  its  principle*.  So  again,  public  roads, 
parks,  libraries,  churches,  &c.,  so  far  as  they  are  freely  used 
by  persons  who  are  not  taxed  for  their  maintenance,  must 
be  called  communistic ;  though,  as  we  shall  hereafter  (§  6) 
notice,  the  bad  effects  of  communism  are  thought  to  be  avoided 
or  outweighed  in  these  cases. 

§  4.  There  is  somewhat  more  difficulty  in  defining  in 
accordance  with  usage  the  wider  terms  Socialism  and  Socialistic; 
since  any  movement  for  substituting  governmental  for  private 
and  competitive  management  in  any  department  of  industry 
is  liable  to  be  called  Socialistic:  while  at  the  same  time  it 
would  seem  paradoxical  to  apply  the  term  to  such  established 
institutions  as  the  Post-Office,  or  the  Mint.  And  even  if  we 
agree  to  restrict  the  term  to  those  kinds  of  governmental  inter- 
vention which  not  merely  increase  production  but  also  equalize 
distribution,  we  still  do  not  obtain  any  broad  line  of  demarca- 
tion. For  any  considerable  extension  of  the  sphere  of  govern- 
ment that  is  really  successful  from  the  point  of  view  of  pro- 
duction, tends  pro  tanto  to  bring  about  the  results  aimed  at  by 
the  advocates  of  more  economic  distribution  ;  so  far  as  it  tends 
to  increase  the  stock  of  capital  owned  by  the  community,  and 
to  reduce  the  field  of  employment  for  private  capital. 

This  tendency  may  perhaps  be  most  easily  exhibited  by 
making  an  extreme  supposition.  Suppose  that,  in  civilized 
countries  generally,  governmental  administration  of  all  kinds 
of  business  were  shewn  to  be  economically  superior,  in  a 
marked  degree,  to  the  present  competitive  management :  it 
is  obvious  that  the  state  might  gradually  buy  up  the  land  and 
fixed  capital  of  different  industries,  paying  for  them  out  of 
the  increased  proceeds  of  its  superior  management ;  and  the 
process,  when  once  commenced,  would  go  forward  with  con- 
tinually increasing  rapidity.  The  field  of  investment  thus  be- 
coming gradually  more  and  more  limited,  the  return  to  private 
capital — supposing  saving  to  continue  as  at  present — would 
probably  begin  to  fall.  'Spending'  would  then  increase  at  the 
expense  of  saving,  and  private  capital  would  gradually  diminish 
from  being  eaten  up.     It  would  be  important  that  the  Stat« 

»  Cf.  ante,  chap.  m.  §  1,  and  also  §  5  of  this  chap. 
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should  purchase  the  land  of  the  community,  and  other  perma- 
nent instruments  of  production  tending  to  rise  in  value — if 
there  be  any — at  an  early  stage  of  this  process:  not  merely 
to  gain  the  unearned  increment,  but  because,  as  interest  sinks 
towards  zero,  the  selling  value  of  laud  at  a  given  rent  tends  to 
rise  proportionally.  The  process  might  conceivably  go  on  until 
the  payment  for  the  use  of  capital,  as  distinct  from  insurance 
against  risk,  became  nearly  evanescent;  so  that  only  such  an 
amount  of  private  capital  would  be  kept  up  as  men  would  be 
willing  to  keep  for  security  of  future  use  and  enjoyment, 
without  any  view  to  profit  And  finally  when  the  instru- 
ments and  materials  of  all  industries  had  become  the  property 
of  the  government,  the  aggregate  of  private  savings — leaving 
out  of  account  the  non-usurious  lending  and  borrowing  among 
private  persons  that  might  still  go  on — could  only  be  in  the 
form  of  'consumers'  capital,'  i.e.  houses,  gardens,  furniture,  jewels, 
pictures,  &c.  Suppose  further  that,  at  the  same  time,  by  a 
comprehensive  system  of  free  education,  elementary,  technical 
and  professional,  the  present  scarcity  values  of  the  higher 
grades  of  labour  had  been  deduced,  so  that  all  such  skill  as 
average  persons  can  acquire  by  training  was  remunerated  by 
merely  a  fair  return  for  the  additional  outlay  or  sustenance 
during  the  period  of  education.  We  should  thus  have  arrived 
at  something  very  like  the  ideal  of  economic  distribution  which 
German  Socialists  have  put  forward,  without  any  sudden  shock 
to  the  expectations  formed  by  the  present  system  of  private 
property.  Society  would  voluntarily  have  converted  its  private 
capital  into  consumers'  wealth;  and,  through  the  agency  of 
its  government,  would  have  produced  for  itself  the  public  capital 
used  in  its  place.  The  income  of  all  individual  members  of 
the  community  would  be  entirely  derived  fit>m  labour  of  some 
kind, — or,  in  the  current  phrase  of  the  Socialists,  labour  would 
obtain  its  "full  product"  of  consumable  commodities  (subtract- 
ing only  whatever  additional  public  capital  had  to  be  provided 
for  the  increase  of  its  future  produce). 

I  need  hardly  say  that  any  such  increase  in  social  production 

through  governmental  administration  as  we  have  above  imagined 

is  beyond  the  limits  of  any  rational  forecast  of  the  future 

development  of  society:  it  is,  I  suppose,  even  beyond  the 

s.  P.  E.  34 
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dreams  of  the  most  sanguine  Socialist.  My  aim  ia  imagining  it 
has  chiefly  been  to  shew  how  any  effective  occupation  by  govern- 
ment of  a  portion  of  the  present  field  of  employment  of  private 
capital  is  a  step  toward  the  goal  at  which  Socialists  aim  ;  Le.  it 
tends  to  bring  with  it  whatever  advantages  attach  to  the  reduc- 
tion of  existing  inequalities  of  distribution.  And  it  is  only  such 
mild  and  gentle  steps  towards  the  realization  of  the  Socialistic 
ideal  that  I  can  regard  as  at  all  acceptable,  in  the  present  con- 
dition of  our  knowledge  of  man  and  society.  I  have  made 
clear  in  the  preceding  chapter  that  I  do  not  hold  the  proposal, 
that  the  community  should  prohibit  interest  and  compulsorily 
purchase  with  terminable  annuities  the  land  and  instruments 
of  production  now  in  private  ownership,  to  be  beyond  the  pale 
of  theoretical  discussion  as  immoral;  but  I  think  that,  con- 
sidering the  perils  of  so  vast  a  revolution,  we  ought  to  have 
much  more  conclusive  evidence  than  has  yet  been  offered  of 
the  advantages  to  be  derived  from  it  after  the  struggle  is  over, 
before  it  can  be  even  worth  while  to  discuss  it  seriously  from  a 
practical  point  of  view.  At  the  same  time,  as  I  have  already 
explained,  I  see  no  reason  to  regard  unqualified  laisaer  faire  as 
tending  to  realize  the  most  economical  production  any  more 
than  the  best  possible  distribution  of  wealth  :  and  it  seems  to 
mo  quite  possible  that  a  considerable  extension  of  the  in- 
dustrial functions  of  government  might  be  on  the  whole  ad- 
vantageous, without  any  Utopian  degree  of  moral  or  political 
improvement  in  human  society.  But  at  any  rate  to  be  success- 
ful such  extension  must,  I  think,  be  gradual ;  and  the  first 
experiments  in  this  direction  ought  to  be  made  in  depart- 
ments in  which  the  defects  of  private  enterprise,  and  the 
advantages  of  unitary  administration,  have  been  shewn  to  be 
greatest, — e.g.  in  departments  where  there  is  a  manifest  ten- 
dency to  the  establishment  of  monopolies  in  the  hands  either  of 
single  individuals  or  of  associations.  And,  moreover,  it  ought 
to  be  an  object  in  any  such  extension  to  maintain  as  far  as 
possible  in  the  governmental  organization  of  industry  an  effective 
stimulus  to  individual  exertion,  and  to  allow  scope  for  invention 
and  improvement  of  methods. 

This  leads  me  to  a  point  which  many  writers  have  regarded 
as  the  most  fundamental  objection  to  Socialism ;  the  difficulty. 
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namely,  of  distributing  the  produce  of  joint  labour  so  as  to 
apportion  remuneration  to  desert.  In  the  preceding  chapter  I 
have  tried  to  shew  that  we  can  only  hope  to  realize  a  remote 
approximation  to  this  ideal  of  distributive  justice,  by  getting 
rid  of  all  removable  differences  in  remuneration  that  are  due 
to  causes  other  than  the  voluntary  exertions  of  the  labourers. 
An  important  part  of  this  result  might,  I  conceive,  be  brought 
about  through  the  assumption  by  government  of  the  main  in- 
dustrial functions  now  performed  by  private  capitalists,  without 
any  fundamental  change  in  the  principle  of  remuneration  now 
adopted  in  respect  of  governmental  officials,  if  at  the  same 
time  the  means  of  training  for  the  higher  kinds  of  work  were 
effectually  brought  within  the  reach  of  all  classes,  by  a  well 
organized  system  of  free  education,  liberally  supported  by  ex- 
hibitions for  the  children  of  the  poor.  For  as  the  instruments 
of  production  would  be  mainly  the  property  of  the  nation,  all 
the  inequalities  of  income  that  now  result  from  the  payment 
of  interest  to  private  capitalists  as  such,  or  of  profit  to  employ- 
ing capitalists,  would,  speaking  broadly,  have  ceased  to  exist; 
and  though  it  would  be  impo.ssible,  without  intolerable  con- 
straint on  the  freedom  of  action  of  individuals,  to  prevent  the 
children  of  persons  earning  larger  incomes  or  owning  accumu- 
lated wealth  from  having  a  somewhat  better  start  in  life  than 
the  rest,  still  this  advantage  might  be  reduced  to  a  minimum 
by  such  an  educational  system  as  I  have  suggested.  But  it 
is  clear  that  in  a  completely  Socialistic  community,  the  re- 
muneration of  superior  qualities  of  labour  could  not  bo  deter- 
mined by  reference  to  the  'market  price'  of  such  labour,  as 
there  would  be  no  market  outside  the  service  of  government, 
by  which  its  price  could  be  fixed:  the  'fair'  wages  of  such 
superior  labourers  would  have  to  depend  entirely  on  a  govern- 
mental estimate  of  the  value  of  their  work.  I  do  not,  however, 
see  that  the  influence  of  competition  need  be  excluded  alto- 
gether; there  might  be  competition  between  one  locality  and 
another  for  the  best  workers, — or  even,  to  some  extent,  between 
different  departments  of  a  central  government :  and  through 
such  competition  a  tolerable  estimate  of  the  amount  necessary 
to  stimulate  adequately  to  the  acquisition  of  the  required 
qualifications,   and   to   compensate   for  any  special   outlay   or 
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sacrifices  involved  in  such  acquisition,  might  be  gradually  de- 
termined on  the  basis  of  experience.  And  for  remuneration 
of  special  services — e.g.  useful  inventions — special  rewards 
pecuniary  or  honorific,  might  be  added.  Still,  such  a  system, 
at  its  best,  could  hardly  be  as  stimulating  aa  the  present  open 
competition  to  persons  with  great  gifts  for  business,  or 
mechanical  invention,  or  any  special  art  or  profession :  our 
experience  of  governmental  work  affords  slender  ground  for 
the  belief  that  it  would  generally  either  give  due  play  to  the 
special  talents  of  such  persons,  or — even  if  it  did — would 
allot  to  the  gifted  individuals  any  adequate  compensation  for 
the  additional  utility  which  they  would  produce  for  the  com- 
munity. 

The  question  remains,  whether  the  need  of  organizing  new 
checks  to  population — which  we  have  seen  to  be  incident  to 
Communism — would  also  arise  under  such  a  Socialistic  system 
as  I  have  just  sketched.  There  is  no  positive  necessity  that  any 
particular  department  of  a  Socialistic  government  should  be 
bound  to  find  work  for  any  applicant :  individuals  might  be  left 
to  find  for  themselves  where  their  services  were  wanted,  relief 
being  provided  for  the  unemployed  under  some  such  deterrent 
conditions  as  those  of  our  existing  poor-law.  Still,  in  a  commu- 
nity in  which  all,  or  the  most  important  branches,  of  production 
were  carried  on  by  the  government,  the  unemployed  would 
naturally  throw  on  the  government  the  whole  responsibility 
for  their  situation;  and  if  their  number  became  at  any  time 
considerable,  a  strong  demand  would  arise,  very  difficult  to 
resist,  that  the  State  should  provide  work  and  adequate  wages 
for  all  applicants.  It  does  not,  however,  appear  to  me  clear 
that  this  provision,  in  a  community  successfully  organized  on  a 
Socialistic  basis,  would  necessarily  give  a  dangerous  stimulus  to 
population.  If  we  suppose  a  community  in  which  the  aggregate 
remuneration  of  labour  is  increased  by  most  of  the  share  that 
now  forms  interest  on  individuals'  capital,  while  the  emoluments 
and  dignities  attached  to  the  higher  kinds  of  labour  are  brought 
within  the  hopes  of  all  classes,  by  a  system  of  education  which 
at  the  same  time  makes  general  such  a  degree  of  foresight  and 
intelligence  as  is  now  possessed  by  the  higher  grade  of  artisans 
— it  seems  quite  possible  that  in  such  a  community  a  minimum 
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of  wages  might  be  guaranteed  to  all  who  were  unable  to  find 
employment  for  themselves,  without  drawing  an  ever  increasing 
crowd  of  applicants  to  claim  the  guaranteed  miuimum,  and 
without  a  serious  deficit  arising  from  the  inefficient  work  of 
such  as  dill  a,pply. 

§  5.  The  question  of  the  'Right  of  Labour''  affords  a 
pjint  on  which  we  may  conveuieutly  turn  from  imagining  what 
may  be  in  the  distant  future,  to  discuss  the  general  economic 
advantages  and  drawbacks  of  such  measures  for  the  mitigation 
of  inequalities  of  distribution  as  can  be  considered  to  be  now 
within  the  pale  of  practical  consideration:  as  the  'Right  to 
'  Labour*  can  hardly  be  denied  a  place  in  this  latter  class,  since 
Bismarck  has  declared'  it  to  be  one  of  the  objects  of  bis 
government  to  secure  the  German  labourer  work  and  adequate 
wages.  I  am  not,  however,  aware  that  Bismarck  or  any  in- 
fluential statesman  has  as  yet  proposed  any  scheme  for  attaining 
this  end:  and  I  do  not  know  any  means  by  which  it  could  be 
attained  in  a  community  like  our  own,  without  a  grave  danger 
of  disastrous  consequences.  If  the  goveniinent  in  such  a 
country  as  England  guaranteed  even  a  minimum  of  necessaries 
to  all  who  were  able  and  willing  to  give  a  normal  day's  work 
for  them — without  the  deterrent  conditions  under  which  such 
relief  is  actually  offered  to  able-bodied  paupers  in  an  English 
workhouse — we  can  hardly  doubt  that  the  labour  thus  purchase<l 
by  the  State  could  not,  even  by  good  organization,  be  made  to 
pay  the  cost  of  its  sujjport.  For  a  labourer  employed  under 
such  a  guarantee  could  not  be  dismissed  for  mere  inertness 
or  inefficiency,  but  only  for  such  wilful  and  obstinate  idleness 
as  would  justify  bis  being  sent  to  prison:  hence  he  would 
have  much  less  motive  than  at  present  either  for  working 
energetically  or  for  seeking  and  qualifying  himself  for  the 
employment  in  which  ho  would  be  most  useful  ;  and  his  labour 
would  tend  to  be  proportionally  less  productive.  At  the  same 
time  the  minimum  of  shelter  and  sustenance  that  humanity 
would  allow  to  be  given  him  would  cost  more  than  the  earnings 


■  This  phraso  is  eo  current  that  it  is  couvenient  to  aue  it:  but  it  must  be 
underBtcKKt  in  the  light  of  Wbately's  remark  that  "  when  n  man  saya  be  wants 
'-work,  what  hu  moauii  is  that  he  wauts  wag<!ij." 

-  In  ft  speech  ileUvured  on  the  ilth  of  May,  WH. 
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of  the  worst-paid  labourers  at  the  present  time ;  so  that,  on 
the  whole,  the  measure  would  both  materially  diminish  aggre- 
gate production  and  throw  a  serious  burden  on  the  public 
purse — both  which  effects  would,  under  existing  circumstances, 
tend  continually  to  increase,  as  the  security  of  employment 
would  give  an  important  stimulus  to  population. 

Nor  can  I  agree  with  those  who  think  that — in  view  of  the 
distress  which  the  worst-paid  labourers  in  our  modem  com- 
munities endure, — government  might  reasonably  presciHbe  a 
minimum  of  wages  for  all  labourers  able  and  willing  to  give  a 
full  day's  work,  without  incurring  the  dangers  connected  with  a 
governmental  provision  of  such  a  minimum.  If,  indeed,  the 
commodities  produced  by  the  labourers  now  paid  ui^er  the 
proposed  minimum  were  of  such  a  kind  that  if  the  price 
were  raised  the  demand  would  not  be  materially  diminished  nor 
a  competing  supply  obtained  from  elsewhere,  the  desired  result 
might  be  attained ;  as  the  lacking  quantum  of  wages  could  then 
be  obtained  by  employers  from  the  consumers.  But  I  know  no 
ground  for  assuming  this  to  be  generally  the  case:  and  so  far  as 
it  is  not  the  case,  the  legal  minimum  of  wages  would  tend  to 
throw  a  number  of  the  worst-paid  labourers  out  of  work* :  hence 
to  prevent  widespread  distress  it  would  be  almost  necessary  to 
supplement  the  prescription  of  a  minimum  of  wages  by  the 
governmental  provision  of  employment  and  remuneration;  so 
that  this  method  of  raising  wages  could  hardly  fail  to  land  us 
in  all  the  diflSculties  of  the  Right  to  Labour. 

The  dangers  of  the  measures  just  mentioned  may  be  partly 
illustrated  by  the  actual  experience  that  has  been  gained  of  the 
dangers  incident  to  a  kind  of  governmental  interference  with 
distribution  which  all  modem  communities  have  thought  neces- 
sary, in  some  form  or  other,  for  the  protection  of  their  members 
from  absolute,  want  of  the  necessaries  of  life.  I  have  already 
pointed  out  that,  according  to  the  received  view  of  Communism, 
which  I  have  tried  to  express  in  a  precise  definition,  the  English 

>  Probably  an  increase  in  the  labonrers'  efBcioncy  from  improved  physical 
conditions  would  in  some  cases  partly  compensate  for  the  increase  in  the  price 
of  their  eervices,  so  that  the  cost  of  these  to  the  employer  would  not  be  increased 
in  proportion  to  the  rise  in  wages.  But  this  effect  could  not  be  relied  upon  to 
prevent  a  zedaotion  in  the  demand  for  the  labour  raised  in  price. 
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Poor  Law  must  be  allowed  to  be  communistic  in  its  eflFects — 
though  it  does  not  follow  that  its  adoption  is  in  any  way  due  to 
a  communistic  design  or  principle.  In  fact  if  we  look  merely 
to  the  motive  which  prompts  the  community  to  grant  all  its 
members  legally  secured  relief,  we  should  rather  classify  this 
measure  with  the  interferences  to  protect  life  and  health,  which 
I  noticed  in  a  previous  chapter.  But  if  wo  protect  the  health 
of  a  starving  person  by  giving  him  necessaries  at  the  expense 
of  the  community,  our  action  inevitably  involves  to  some  extent 
the  evils  of  communism  whatever  its  intention  may  have  been : 
that  is,  it  tends  to  decrease  the  inducements  to  labour,  fore- 
thought and  thrift  in  two  ways,  (1)  by  distributing  to  paupers 
a  certain  qvxintum  of  unearned  commodities,  and  (2)  by  taking 
from  non-paupers  a  corresponding  portion  of  what  they  have 
earned  or  saved.  The  former  of  these  bad  effects  may  be  in  the 
main  averted,  so  far  as  the  inducement  to  labour  for  present 
needs  is  concerned,  in  the  case  of  able-bodied  paupers,  by  ex- 
acting work  from  them  in  return  for  relief  under  somewhat 
disagreeable  conditions ;  for  though  it  is  probably  impossible  to 
keep  this  compulsory  labour  up  to  an  average  degree  of  energy, 
there  being  no  fear  of  dismissal  for  slackness,  still  any  attrac- 
tiveness that  might  hence  attach  to  the  position  of  a  pauper 
may  be  more  than  counterbalanced  by  restrictions  on  freedom, 
and  by  the  prohibition  of  indulgences  not  necessary  to  health, 
but  yet  so  cheap  that  even  the  poorest  can  occasionally  enjoy 
them :  and,  in  fact,  English  experience  seems  to  shew  that  the 
provision  made  for  such  able-bodied  paupers  as  reside  in  a  work- 
house does  not  offer  any  serious  temptation  even  to  the  worst- 
paid  labourers  to  relax  their  energies  in  seeking  employment 
elsewhere'.  On  the  other  hand  it  seems  impossible  to  prevent 
even  'indoor  relief  from  weakening  the  motives  that  prompt 
the  poorest  class  of  labourers  to  earn  and  save  an  adequate  pro- 
vision against  sickness  and  old  age,  or  for  the  support  of  their 
families  in  case  of  premature  death :  and  this  is  still  more  mani- 
festly the  case  with  out-door  relief.     And  it  is  the  expense  of 

>  The  vagranta,  on  the  other  hand,  who  spend  single  nights  in  the  '  casual 
'wards'  of  different  workhouses,  have  a  serious  temptation  to  idleness  in  the 
shelter  and  food  thus  provided  without  adeciuate  enforcement  of  labour  in 
return. 
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supporting  those  who  are  wholly  unable,  or  but  very  partially 
able,  to  work,  which  causes  by  far  the  greater  part  of  the 
burden  of  taxation  entailed  by  pauperism  though,  for  the 
reasons  already  stated,  the  value  even  of  the  labour  of  the  able- 
bodied  falls  seriously  short  of  the  cost  of  their  shelter  and 
sustenance. 

The  bad  economic  effects  of  this  taxation  on  the  persons 
taxed  depend  mainly  on  its  compulsory  character :  since  a  man 
does  not  feel  the  reward  of  his  labour  to  be  lessened  by  the  fact 
that  he  voluntarily  bestows  a  portion  of  it  in  alms.  It  would 
seem,  too,  that  if  the  destitute  persons  could  be  adequately 
protected  from  starvation  by  any  measure  that  did  not  give 
them  a  definite  legal  security  of  obtaining  relief,  the  discourage- 
ment to  thrift  which  such  legally  secured  relief  entails  would  be 
partly  avoided.  Further,  if  the  legally  secured  relief  be  kept 
inseparable  from  the  deterrent  conditions  necessary  to  prevent 
its  worst  consequences,  it  cannot  be  regarded  as  a  satisfactory 
provision  for  the  case  of  deserving  persons  who  have  fallen  into 
indigence  either  through  inevitable  and  in-emediable  disaster,  or 
at  any  rate  from  causes  involving  no  serious  blame  to  them.  And 
in  fact  the  most  rigid  supporters  of  the  English  poor-law  have 
generally  recognised  the  moral  necessity  of  supplementing  it  by 
private  almsgiving.  On  the  other  hand  private  almsgiving,  being 
largely  impulsive,  unenlightened,  and  unorganized,  is  found  to 
give  serious  encouragement  to  unthrift,  and  even  to  imposture. 
These  considerations  suggest,  first,  that  Government  might 
with  advantage  undertake  the  organization  of  eleemosynary 
relief,  in  order  to  make  its  distribution  as  economical,  eflFective, 
and  judicious  as  possible ;  and,  secondly,  that  the  provision  of 
funds  for  such  relief — so  far,  at  least,  as  they  are  used  for  the  ordi- 
nary sustenance  of  adults  in  distress' — might  be  left  mainly 
to  voluntary  gifts  and  bequests,  with  a  certain  amount  of  assist- 
ance from  government,  if  experience  shews  it  to  be  necessary, 
but  without  any  legal  right  to  relief.  These  two  principles  are 
maintained  in  the  treatment  of  pauperism  adopted  in  France  ; 

I  By  this  phrase  I  mean  chiefly  to  exclude  the  snstenance  of  (1)  destitute 
children,  (2)  the  insane — whose  support  Qovemment  ought  to  undertake  as  a 
mere  measure  of  protection  to  other  members  of  the  commnnity,  (3)  persons 
incapacitated  by  special  diseases.  I  also  exclude  medical  aid  generally,  of  which 
I  afterwards  speak. 
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and  the  experience  of  Franco  seems  to  shew  that  voluntary  pro- 
visiou  if  carefully  organized  may  be  relied  on  as  nearly  adeijuate 
fur  the  purpose  of  practit-ally  securing  the  poor  from  starvation; 
and  also  that  relief  so  provided  may  be  distributed  to  the  appli- 
cants in  their  own  homes  without  the  bad  consequences  that 
out-door  relief  has  under  our  compulsory  system:  since  the 
absence  of  legal  security  compensates  for  the  absence  of  the 
deterrent  conditions  of  the  workhouse. 

But  again  :  assuming  that  government  ought  to  make  a 
legally  secured  provision  for  any  sick  or  infirm  member  of  the 
community  who  may  be  destitute  of  necessaries,  it  does  not 
therefore  follow  that  the  expense  of  this  provision  must  ordi- 
narily bo  undertaken"  by  the  community,  so  far  as  adults  are 
concerned ;  since  it  might  be  (brown,  wholly  or  in  part,  on  the 
individuals  tliemaelves  by  laying  a  special  tax  ou  their  earnings 
for  the  purposf  of  compulsory  insurance.  There  is  much  to  be 
said  for  this  method"  of  dealing  with  a  part  at  least  of  the 
complex  problem  of  pauperism,  ad  compared  with  the  method 
of  the  EnglLsh  poor-law :  and  though  the  political  interference 
with  natural  liberty  would  be  much  more  intense  in  the  former 
method,  the  economic  interference  would  be  much  less,  so 
far  as  the  measure  succeeded ; — as  each  individual  would  be 
merely  coerced  into  providing  that  he  should  not  become  a 
burden  to  others.  I  do  not,  however,  sec  how  anything  like  the 
required  premiums  could  be  exacted  without  great  harshness 
from  labourers  who  have  now  scarcely  more  than  the  bare 
necessaries  of  life  ;  and  if  in  their  case  the  whole  or  the  greater 
part  of  tho  funds  were  supplied  by  goveniraent,  tiie  danger  of 
weakening  the  normal  stimulus  to  exertion  and  thrift  on  the 
part  of  labourers  at  or  near  this  lowest  level  would,  I  fear,  bo 
decidedly  greater  than  that  which  attends  the  English  system'. 


'  That  is,  in  debalt  of  ocar  relatives  on  whom  it  may  properly  be  thrown. 

'  This  method  has  been  partially  adopted  by  the  German  government  in 
two  important  mcagores  dealing  respectively  with  insurance  against  sickneiB 
(I880)  und  insurance  ogftinst  aoeidentn  (1884). 

'  Mr  W.  L.  Dlackley  has  ar^^niod,  in  a  seriea  of  pamphlets,  that  the  reqnired 
payments  might  be  made  by  youn<i  labourers  between  the  time  that  they  become 
tibli!  lo  earn  the  waj;ca  of  adults  and  the  a^u  of  21.  I  think  he  has  shewn  that 
the  majority  of  male  labourcrd  might  iu  this  way  be  made  to  supply,  without 
painful  sacritiues,  at  any  rate  a  large  part  of  the  funds  required  to  secure  tliem 
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Thi*  case  of  labourers  thrown  timimrarily  out  of  employment 
wuuld  also  cause  considerable  difficiilly'. 

§  6.  Besides  providing  the  necessaries  of  life  tu  persona 
completely  destitute,  modern  governments  have  intervened  in 
various  othtT  ways,  with  the  view  of  ameliorating  the  economic 
condition  of  the  poorer  classes  at  the  expense,  more  or  less,  of 
the  rest  of  the  community.  But  such  intervention  has  usually 
— and  in  iiiy  opinion  rightly — aimed  at  improving  production 
as  well  as  distribution,  or  otherwise  benefiting  the  community 
as  a  whole,  and  not  one  part  only  at  the  expense  of  the  rest. 
Accordingly  the  chief  examples  of  this  kind  of  intervention 
have  alruady  called  for  our  notice  in  a  previous  ehaptor  (ch.  iy.). 
Thus  in  some  cases  its  object  has  been  to  provide  commodities 
specially  conducive  to  the  moral  or  intellectual  improvement 
of  the  classes  benefited,  and  which  at  the  same  time  hanily 
form  an  element  of  that  'standard  of  comfort'  which  supplies 
the  chii'f  ordinary  motive  to  labour  nnd  thrift ;  in  other  cases 
it  has  aimed  at  making  such  a  change  in  the  circumstances  of 
the  persons  assisted  as  would  tend  to  strengthen  on  the  wliole, 
rather  than  weaken,  habits  of  energetic  industry,  thrift,  and 
self-help  in  the  individuals  assisted.  Under  tiie  first  head 
would  com£%  for  instance,  the  pecuniary  aid,  before  discussed, 
which    modem    states    have    largely  given   to    education — in- 


against  destitution  in  Btckuesa  lusd  old  age :  nor  cos  I  bgo  thai  there  an> 
seriouH  difficulties  in  the  way  of  makinp  bdcL  Ha\'ing  compnlsory  ou  all  persotis 
in  regular  employment  liy  laying  on  cnipluyers  the  oliligatton  to  insure  their 
Ittbonrers.  But  it  vronld  bo  hardly  possilile  to  collect  the  required  payments 
from  the  clasa  of  persons  who  pick  up  their  livelihood  by  v&rioae  irregular 
kinds  of  work ;  while  if  sueh  irregularB  were  exempted  from  eompnlsion  the 
increase  in  their  number  that  must  be  expected  to  result  from  the  proposed 
measure  would  be  a  eeriouB  economic  drawback.  And  further  it  docs  not  seem 
that  the  measaro  could  be  applied  to  the  wor»t-paid  class  of  labourers — chiefly 
women — without  reducing  their  wages  below  the  amount  required  to  keep  them 
in  health.  Even  in  classes  above  the  lowest  in  the  scale  of  wages  there 
would  be  many  exceptional  cases  in  which  Buch  n  measure  as  Mr  Dlackley 
jiroposes  would  cause  great  hardship:  as  (e.g)  the  case  of  young  persons 
^upporling  widowed  motliers,  infant  brothers  ond  sisters,  4c. 

'  As  firctitnno  baa  pointed  out,  the  case  of  insurance  against  accidents  in 
dangerous  industries  is  specially  favourable  for  compulsion  ;  because  the  work- 
luan  out  of  enipluymcnt  is  also  out  of  danger.  Here  too  the  employers  would 
properly  bear  a  bhare  of  the  coat :  viz.  what  would  be  equivalent  to  their 
liability  to  compensate  the  uninsured  labourer  for  ccitatu  kinds  of  aocidcnta. 
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eluding  the  diflFusion  of  culture  by  means  of  libraries,  museums, 
&c. :  under  the  second  head  I  should  place  assistance  to 
emigration,  and  also  most  interferences  with  the  tenure  of  land, 
especially  those  of  which  the  object  has  been  to  place  the 
actual  cultivators  of  the  soil  in  a  position  more  favourable  to 
effective  industry.  As  an  example  of  this  latter  class  we  may 
notice  the  important  assistance  given  in  recent  times  by  the 
Governments  of  Prussia  and  Hesse  Darmstadt  to  facilitate 
the  transition  of  their  peasantry  from  feudal  semi-servitude  to 
the  condition  of  independent  proprietors.  This  assistance  did 
not  involve  any  direct  pecuniary  sacrifice  on  the  part  of  the 
community  ;  but  it  was  nevertheless  a  distinctly  distributional 
interference,  since  it  gave  the  peasants  the  advantage  of  the 
superior  credit  enjoyed  by  the  community — and  also  of  the 
advantage  in  efficiency  and  cheapness  which  the  governmental 
collection  of  rents  was  found  to  possess,  compared  with  the  col- 
lection by  private  individuals.  From  these  two  sources  a 
margin  was  obtained  enabling  the  cultivator  to  refund  to  the 
State,  within  a  not  very  long  period,  the  capital  with  which 
his  landlord's  rent-charge  had  been  brought  up,  without  any 
increase  of  his  rent. 

The  intervention  just  described  was  for  a  special  and  tempo- 
rary object.  But  experience  has  shewn  that  peasant  cultivators 
are  liable  to  become  loaded  with  debt  to  money  lenders  who, 
cither  through  the  absence  of  effective  competition — partly  in 
consequence  of  a  certain  discredit  that  often  attaches  to  their 
business — or  perhaps  sometimes  through  unavowed  combination, 
are  enabled  to  exact  very  onerous  interest.  This  condition  of 
debt  tends  to  paralyse  the  productive  energies  as  well  as  to 
cause  distress:  accordingly,  under  these  circumstances  govern- 
ments may  operate  for  the  benefit  of  production  no  less  than  of 
distribution,  by  encouraging  with  special  privileges  the  forma- 
tion of  commercial  companies  for  the  purpose  of  lending  money 
on  easier  terms.  Indeed,  as  was  before  said,  the  business  of 
lending  on  the  security  of  land  seems  to  be  of  a  kind  that 
might  even  be  undertaken  by  government  itself  under  certain 
conditions,  without  the  kind  of  risk  that  is  involved  in  ordinary 
banking  business.  So  too,  where  the  pawnbroker  is  the  normal 
resort  in  an  emergency  of  poor  labourers  who  have  not  saved  or 


540  ECONOMIC  DISTRIBUTION.  [Book  III. 

have  exhausted  their  savings,  governments,  by  undertaking  the 
business  of  lending  money  at  a  moderate  interest,  may  give 
sensible  relief  without  offering  any  material  encouragement  to 
unthrifL 

Another  important  case  of  interference  primarily  distribu- 
tional, but  which  also  admits  of  being  defended  as  beneficial  to 
the  community,  is  that  of  measures  for  protecting  the  health  of 
the  poor,  so  far  as  the  cost  of  these  is  defrayed  by  taxation  falling 
on  the  rich.  Thus  the  provision  /in  certain  cases  of  wholly  or 
partially  gratuitous  medical  advice  and  attendance  both  tends 
to  benefit  production  by  increasing  the  average  physical  vigour 
of  the  labourers,  and  also  affords  those  who  are  taxed  to 
pay  for  it  a  certain  protection  against  infectious  or  epidemic 
diseases :  and  the  same  may  be  said  of  other  sanitary  measures 
primarily  affecting  the  poorer  classes,  of  which  the  cost  has 
been,  wholly  or  partly,  borne  by  the  community*  on  economic 
grounds. 

How  far  the  State  ought,  on  economic  grounds,  to  intervene  in 
the  matters  above-mentioned,  and  others  to  which  similar  princi- 
ples may  be  applied,  is  a  question  which  involves  a  very  difficult 
and  complex  comparison  of  various  kinds  of  social  utility.  And  I 
do  not  think  that  it  admits  of  a  precise  general  answer ;  as  the 
balance  of  advantage  in  any  case  must  depend  very  largely  on 
particular  circumstances  and  varying  social  conditions.  One  im- 
portant consideration  by  which  the  answer  must  partly  be  deter- 
mined is  the  extent  to  which  provision  has  been  made,  or  may 
be  expected  to  be  made,  for  the  ends  in  view,  either  through  the 
spontaneous  association  of  the  persons  primarily  concerned,  or 
the  philanthropic  efforts  of  other  individuals,  or  both  combined. 
Thus  experience  has  shewn  that  in  important  cases  where  mere 
competition  among  producers  fails  to  lower  sufiRciently  the 
price  of  certain  commodities  to  the  poorer  consumers,  the  latter 
may  successfully  relieve  themselves  of  the  resulting  disadvan- 
tages by  spontaneous  association — as  in  the  case  of  the  (artisans') 

>  An  important  example  of  such  measures  may  be  observed  in  the  English 
Act  of  1875  for  destroying  and  replacing  unhealthy  blocks  of  houses  in  tovnis ; 
since  the  total  cost  of  this  operation  is  necessarily  much  beyond  what  can  be 
met  by  the  rents  of  the  new  houses — due  compensation  being  allowed  to  the 
owners  of  such  houses  as  are  not  judged  to  deserve  penal  destruction,  and  to 
traders  whose  business  connexion  is  impaired  by  dislodgcment. 


'cooperative  stores'  of  England,  nm]  the  'cooperative  bnjiks'  of 
liennany ; — and  where  this  remedy  can  be  successfully  applic<l 
it  is  doubtless  preferable,  both  for  its  direct  and  its  indirect 
effects,  to  governmental  intervention.  Again,  the  promotion  of 
education  and  culture,  and  the  cure  of  diseases,  have  been 
largely  provided  for  in  modem  civilized  communities  by  the 
voluntary  contributions  of  individuals  ;  partly  by  the  donations 
of  the  living,  partly  by  bequests.  Over  tlie  gifts  (or  loans)  of 
the  living,  the  State  can  exerpisebut  very  slight  control — except 
by  offering  to  receive  and  administer  them — without  vexatious 
and  dangerous  interference  with  liberty  ;  but  the  same  danger 
does  not  attend  interference  with  funds  bequeathed  for  public 
objects;  governmenLs  have  always  claimed  the  right  uf  invali- 
dating testamentary  dispositions  that  are  held  to  be  contrary  to 
public  policy,  and  this  principle  might  reasonably  be  applied  to 
prevent  bequests  of  which  the  economic  consequences  are  clearly 
seen  to  bo  disadvantageous,  Further,  a.s  the  admiuistration  of 
such  funds  is  generally  removed  from  the  influence  of  the  ordi- 
nary economic  motives  prompting  to  the  most  useful  employ- 
ment of  wealth,  it  is  important  that  it  should  be  carefully 
supervised  by  the  State,  in  order  to  carry  out  the  real  wishes  of 
the  testators ;  and  also  that  the  schemes  of  the  latter  should  be 
subject  to  thorough  revision  whcu  a  certain  period  has  elapsed  ; 
since  human  foresight  is  very  limited,  and  the  fitness  of  any 
detailed  regulations — even  if  originally  well  contrived — for 
effecting  any  purpose  of  social  utility,  is  pretty  sure  to  decrease 
a-s  time  goes  on.  Interference  of  this  latter  kind,  however, 
should  be  controlled  by  a  careful  regard  for  the  testators'  main 
aims  and  wishes,  for  fear  of  seriously  checking  the  disposition 
to  make  such  bequests  :  since  it  is  an  important  gain  to  society 
that  such  expenditure  as  is  desirable  for  the  purpose  of  amelio- 
rating the  condition  of  the  poor  should  be  defrayed  by  this 
means  of  supply  so  far  as  possible,  rather  than  by  taxation. 

§  7.  If,  however,  the  expediency  of  governmental  inter- 
ference, having  a  markedly  distributional  character,  depends 
greatly  on  the  extent  to  which  provision  is  voluntarily  made 
for  certain  social  needs,  we  are  naturally  led  to  ask  on  what 
principles  such  action  on  the  part  of  private  persons  should  be 
determined.     I   shall  consider  this  question — so  far  as  seems 
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suitable  ia  such  a  treatise  as  the  present — in  the  concluding 
chapter:  but  I  may  here  point  out  that  it  is  important  to 
distinguish  clearly  between  what  should  be  morally  imposed  in 
the  name  of  strict  justice  and  what  should  be  morally  encouraged 
as  wise  beneficence.  Any  rich  individual  who  restricts  his 
assumption  of  luxuries,  in  order  to  distribute  bis  superfluous 
wealth  among  poorer  members  of  the  community,  tends  pro 
tanto  to  bring  about  what  I  have  called  a  more  "economic" 
application  of  the  material  means  of  happiness,  if  only  he 
manages  his  distribution  so  as  to  avoid  impairing  the  normal 
motives  to  energy  and  thrift  in  the  recipients  of  his  beneficence. 
But  it  is  much  more  doubtful  whether  "distributive  justice" — 
so  far  as  this  diverges  from  the  result  brought  about  by  open 
competition — can  be  efiectively  promoted  by  the  voluntary 
action  of  private  persons.  For  any  such  action  would,  from  its 
inevitably  partial  and  sporadic  character, — since  only  a  few 
moral  persona  could  be  braced  up  to  the  requisite  sacrifices — 
tend  to  introduce  a  new  kind  of  inequality. 

There  is,  however,  one  case — of  growing  importance  in  the 
present  organization  of  industry — in  which  there  is  primd  facie 
more  opportunity  for  a  private  application  of  distributive 
justice.  I  refer  to  the  problem  of  dividing  the  produce  of 
industry  between  opposing  combinations  of  labourers  and  em- 
ployers. Here,  as  was  before  explained  S  economic  science 
cannot  determine  a  normal  division,  on  the  basis  of  its  ordinary 
assumption  of  self-interest  as  the  governing  motive  in  the 
exchange:  it  can  only  determine  roughly  the  limits  within  which 
it  is  the  interest  of  both  sides  to  accept  any  terms  rather  than 
finally  break  off  negotiations.  But  if  any  principle  of  fair 
division  could  be  laid  down,  then— provided  that  the  division 
determined  by  it  fell  anywhere  between  these  limits — the 
ordinary  economic  motive  would  tend  powerfully  to  maintain 
it  in  general  application,  owing  to  the  strong  interest  that  both 
the  opposing  combinations  have  in  avoiding  strife. 

At  the  same  time,  I  do  not  think  that  this  conflict  of 
opposing  combinations  can  be  decided  by  any  general  principle 
of  social  justice,  determining  how  much  either  party  ought  to 
receive  of  the  value  of  their  common  product.     No  voluntary 

»  See  p.  352. 
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combination  of  labourers  could  be  expected  to  undertake  the 
task  of  securing  for  every  labourer  who  wants  it  a  "  fair  day's 
"  wages  for  a  fair  day's  work  " :  practically  actual  struggles  have 
always  related  to  the  wages  of  labourers  in  some  special  branch 
of  production :  there  is  no  means  of  ascertaining  what  wages 
such  a  group  of  labourers  would  obtain  if  all  removable  in- 
equality of  opportunities  were  absent :  and  we  are  not  even 
warranted  in  assuming  that  they  would  now  be  content  with 
this,  if  it  could  be  ascertained, — still  less  that  it  would  be  the 
interest  of  the  employers  to  give  this  amount  of  wages  rather 
than  withdraw  from  the  business.  Hence  in  any  rational 
process  for  determining  the  '  fair '  wages  of  a  group  of  combined 
labourers  there  must  be  an  arbitrary  point  of  departure :  some 
particular  ratio  between  their  wages  and  the  value  of  the  net 
produce  of  their  industry,  under  certain  actual  conditions,  must 
be  assumed  to  be  '  fair,'  and  the  definite  question  must  be  bow 
to  maintain  '  fairness,'  so  understood,  under  changing  conditions. 
This,  I  conceive,  is  the  principal  theoretical  problem  presented 
to  Boards  of  Arbitration  between  labourers  and  employers :  and 
an  approximate — though  necessarily  rough  and  imperfect — 
solution^  of  this  problem  would  seem  to  be  aimed  at  in  the 
automatic  sliding  scales  by  which  conflict  has  been  partially 
prevented  in  certain  industries  in  recent  years. 

So  long  as  no  material  change  takes  place  in  the  processes 
of  the  industry,  or  in  the  quality  of  the  labour  employed  in  it — 
including  the  employers'  own  labour — the  problem  oflFers  little 
theoretical  diflSculty :  net  produce  can  be  estimated  with 
sufficient  accuracy  by  subtracting  from  the  price  of  the  com- 
modities produced  the  cost  of  the  raw  material  and  other 
capital  consumed  in  producing  them,  and  wages  can  be  made 
to  vary  so  as  to  maintain  the  same  proportion  to  net  produce. 
If,  however,  the  processes  of  the  industry  change  so  as  to  alter 
materially  the  proportion  of  labour  to  capital,  or  of  one  kind  of 
labour  to  another  kind,  a  somewhat  different  comparison  will 
be  required.  It  will  then  be  needful  to  ascertain  the  propor- 
tion borne  by  wages,  in  the  division  assumed  to  be  fair,  to 
average  employers'  earnings  per  cent.^  of  capital — i.e.  to  net 

'  There  are  objections,  as  I  have  before  pointed  out,  (Book  II.  ch.  ix.  §  3) 
to  the  general  assamption  that  a  uniform  rate  of  employers'  earnings  per  cent. 
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profit  with  interest  and  allowance  for  risk  subtracted — in  order 
to  keep  the  proportion  approximately  stable  in  any  revision  of 
wages.  Theoretically  any  ascertainable  change  in  the  average 
quality  of  business  management  ought  to  aflFect  the  proportion : 
but  in  practice  this  point  could  hardly  be  satisfactorily  in- 
vestigated. On  the  other  hand  a  change  in  the  eflBciency  of 
manual  labour  is  more  easily  taken  into  account,  and  ought  to 
be  so  taken :  the  stable  proportion  ought  to  be  between  em- 
ployers' earnings  and  the  remuneration  of  labour  of  a  given 
efficiency.  But  variations  in  the  demand  for  labour  ought  not, 
I  conceive,  to  be  admitted  as  grounds  for  varying  the  pro- 
portional division  agreed  upon,  though  they  must  affect  the 
limits  within  which  this  division  will  be  sustained  by  ordinary 
economic  motives:  since  the  fundamental  assumption  in  the 
discussion  between  the  opposing  combinations  is  not  that  the 
effects  of  free  competition  are  to  be  imitated  as  far  as  possible  in 
the  settlement  arrived  at,  but  rather  that  they  are  to  be  resisted 
and  modified.  Again,  it  is  obvious  that  changes  in  the  purchasing 
power  of  mouey  are  not  to  be  taken  into  account,  unless — as 
may  happen — they  affect  the  prices  of  commodities  consumed 
by  labourers  and  employers  respectively  in  appreciably  different 
degrees. 

It  is  probably  desirable  that  the  variations  in  wages,  from 
the  amount  originally  fixed,  should  be  reduced  by  throwing 
on  employers  the  larger  share  of  loss  through  any  fall  in  the 
price  of  the  net  produce  of  the  industry.  But  if  this  is  done  it 
should  be  as  a  matter  of  express  agreement,  with  a  view  to 
the  distinct  end  of  avoiding  fluctuations  in  wages:  and  Ihe 
employers  should  of  course  be  compensated  by  a  correspondingly 
larger  share  of  gain  from  a  rise  in  price 

of  capital  ia  normal :  but  I  do  not  think  that  any  other  aasamption  would  be 
practicable  in  the  present  case. 


CHAPTER  VIII. 


PUBLIC  FINANCE. 


§  1.  I  HAVE  deferred  to  this  chapter  the  discussion  of 
the  subject  winch,  in  the  view  of  Adam  Smith  and  many  of  his 
successors,  is  the  main  and  almost  the  sole  concern  of  the  Art 
of  Political  Economy ;  viz.  the  "  provision  for  the  expenses  of 
"the  Sovereign  or  the  Commonwealth:"  or,  as  it  seems  con- 
venient to  cull  it.  Public  Finance.  I  have  adopted  this  course, 
because  it  seemed  clear  that  the  general  discussion  of  the  prin- 
ciples of  governmental  interference,  for  the  improvement  either 
of  production  or  of  distribution,  ought,  if  introduced  at  all,  to 
precede  the  discussion  of  the  principles  of  Finance  :  since  most 
known  methods  of  providing  for  the  expenses  of  the  common- 
wealth involve  important  effects  both  on  production  and  on 
distribution,  and  our  judgment  as  to  the  expediency  or  legiti- 
macy of  these  effects  cannot  fail  to  be  influenced  by  the  con- 
clusions adopted  on  the  questions  discussed  in  the  preceding 
chapters  of  this  book.  It  is  true  that  considerations  of  this 
kind  cannot  always  be  decisive  :  the  hard  necessity  of  obtaining 
supplies  for  the  exigencies  of  Government  may  compel  a  financier 
to  adopt  measures  whose  detrimental  effects  on  industry  are 
generally  recognised ;  but  none  the  less  is  it  desirable  that  he 
should  take  account  of  these  effects,  in  order  that,  if  he  is 
unable  to  avoid  them  altogether,  he  may  mitigate  or  compen- 
sate them  as  far  as  possible. 

Some  writers,  again,  have  taken  a  somewhat  narrower  view 
of  the  subject  of  the  present  chapter :  confining  their  attention  to 
8.  P.  E.  35 
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what  they  have  designated  as  the  "theory  of  taxation."  And 
no  doubt,  in  any  modern  civilized  community,  taxation  is  the 
chief  mode  by  which  the  ordinary  pecuniary  wants  of  Govern- 
ment are  supplied.  But  in  no  community  is  it  the  sole  mode ; 
and  it  appears  to  me  that  we  are  likely  to  get  a  clearer  view  of 
the  principles  on  which  a  system  of  taxation  ought  to  be  con- 

,  structed,  if  we  begin  by  considering  other  methods  of  attain- 
ing the  financier's  end.  Indeed  my  doubt  ia  rather  whether 
the  scope  of  this  part  of  our  discussion  should  not  be  enlarged 
still  further,  so  as  to  include  the  economic  principles  of  govem- 

'■  mental  expenditure  as  well  as  the  provision  for  defraying  such 
expenditure.  It  is,  however,  diflScult,  in  treating  of  the  art  of 
economically  organizing  governmental  administration,   to  get 

,  beyond  the  general  principle  that  we  ought  to  aim  at  pro- 
ducing the  greatest  possible  result  with  the  least  possible  cost, 
without  entering  into  the   details  of  governmental  business 

,  to  an  extent  which  seems  unsuitable  to  the  character  of  this 
treatise.  I  do  not  therefore  propose  to  treat  of  the  art  of  public 
expenditure,  except  so  far  as  it  is  specially  connected  with  the 
art  of  providing  for  such  expenditure. 

There  are  two  ways  in  which  this  connexion  becomes  im- 

'' portant.  In  the  first  place,  we  have  to  make  the  general  obser- 
vation that  we  cannot  properly  take  governmental  expenditure 
as  something  of  which  the  amount  is  fixed  prior  to  the  con- 
sideration of  the  methods  of  supplying  it  and  their  effecta 
Practically,  no  doubt,  the  problem  of  finance  is  often  presented 
to  a  statesman  in  this  simplified  form :  but  theoretically  we 
must  regard  both  expenditure  and  supply  as  having  at  least  a 
margin  within  which  the  restriction  or  enlargement  of  either 
must  partly  depend  on  the  effects  of  the  corresponding  re- 
striction or  enlargement  of  the  other ;  within  which,  therefore, 
the  gain  secured  to  the  public  by  an  additional  increment  of 
expenditure  has  to  be  carefully  weighed  against  the  sacrifices 
inevitably  entailed  by  the  exaction  of  an  additional  increment 
of  supply.  This  remains  true  even  if  the  sphere  of  Government 
be  restricted  to  the  'individualistic  minimum'  given  at  the 
outset  of  chap.  iii.  No  doubt  it  is  the  worst  possible  economy 
not  to  make  adequate  provision  for  the  necessary  and  acknow- 
ledged functions  of  Government;  but  adequacy  in  such  cases 


cannot  bo  ilefined  by  a  sharp  line.  Most  Englishmen  are  per-* 
snarled  that  they  at  present  enjoy  very  tolerable  protection  of 
person  and  property  against  eoeiniea  within  and  without  the 
country;  but  it  would  be  difficult  to  argiie  that  our  security 
would  not  be  enhanced  by  more  and  better-paid  judges  and 
policemen,  or  more  and  bettor-equipped  soldiers  and  sailors. 
PropoHals,  in  fact,  are  contiuusvtly  mside  for  increased  expendi- 
ture iu  ouo  or  other  of  these  directions:  and  it  is  obvioua  that 
in  judging  of  such  proposals  a  atateaman  must  balance — roughly  | 
no  duubt,  but  as  well  as  he  can — the  advantages  of  increased 
governmental  efficiency  against  the  difficulties  and  drawbacks 
of  obtaining  increased  supply.  And  it  la  still  more  evident 
that  any  question  as  to  the  extension  of  what  Mill  distinguishes 
as  the  "optional"  functioii.s  of  Government  must  be  decided  by 
a  similar  balance  of  considerations. 

But  again,  the  theory  of  expenditure  has  another  special  i 
connexion  with  the  theory  of  supply,  so  far  as  particular  sources! 
of  supply   are  specially   adapted    to    particular    kinds   of  ex- 
peuditure. 

§  2.  In  order  to  shew  the  iinptirtance  of  this  latter  connexion 
let  ua  consider  separately  euch  of  the  chief  modes  by  which 
Government  obtains  the  commodities  it  requires.  These  com- 
modities may  be  divided  into  (1)  Services,  (2)  Material  products 
requiring  to  be  continually  supplied,  and  (3j  Laud,  buildings 
and  other  comparatively  permanent  investments  of  capital ;  and 
both  services  and  material  produet.s  may  be  obtained  cither 
(a)  without  purchase,  or  [b]  by  purchase  with  money  previously 
provided  in  some  way.  In  many  civilized  countries  an  im- 
portant fiart  of  the  services  required  by  Government  is  obtained 
otherwise  than  by  free  exchange.  In  England,  for  instance,  the 
work  of  legislation  is  unpaid ;  and  so  is  a  considerable  share  of 
the  judicial  work,  whether  performed  voluntarily,  as  in  the  case 
of  magistrates,  or  compulsorily,  as  it  is  by  jurymen.  We  are  not, 
however,  concerned  to  do  more  than  notice  these  facts  :  since  the 
desirability  of  imposing  or  accepting  these  uuremunerated  ser- 
vices is,  I  conceive,  a  political  question  in  the  decision  of  which 
^economic  consideration.s  have  but  a  subordinate  place.  This 
cannot  be  so  decidedly  said  iu  the  case,  economically  far  more 
important,  of  labour  obtained  compulsorily  for  the  purposes  of 
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military  (including  naval)  service.  The  defenders  of  the  com- 
pulsory system  have  no  doubt  urged  other  than  economic  rea- 
sons in  its  favour, — it  has  been  said  that  the  defence  of  one's 
country  is  a  function  which  ought  to  be  un<lertaken  from 
patriotism  or  a  sense  of  duty,  rather  than  from  mercenary 
motives  and  a  taste  for  the  incidents  of  the  jminful  business  of 
mutual  slaughter ;  it  ought  therefore  not  to  be  made  the  work 
of  a  special  profes-sion  recruited  in  the  ordinary  way  by  free 
contract;  but  rather  imposed  upon  all  citizens,  whom  there  is 
not  some  special  reason  for  exempting.  It  has  been  urged 
further  that  this  sy.stem  diminishes  the  constitutional  dangers 
inseparable  from  the  existence  of  a  largo  standing  army  ;  since 
conscripts  are  less  likely  than  professional  soldiers  to  be  seduced 
into  fighting  unjustifiably  against  the  established  political 
order. 

But,  whatever  weight  may  be  attached  to  these  or  other 
non-economic  arguments,  it  seems  undeniable,  at  any  rate, 
that  under  certain  circumstances  there  may  be  overwhelming 
economic  considerations  in  favour  of  compulsory  service.  Where, 
indeed,  the  number  of  soldiers  and  sailors  required  for  warlike 
purposes  is  not  large  in  proportion  to  the  population,  and  their 
services  can  be  obtained  at  about  the  rate  at  which  labour  of 
similar  quality  would  be  hired  for  peaceful  industry,  voluntary 
enlistment  seems  clearly  the  most  economical  system ;  siuce 
it  tends  to  select  the  persons  most  likely  to  bo  efficient  soldiers 
and  those  to  whom  military  functions  are  least  distasteful ;  both 
which  advantages  are  lost  by  the  adoption  of  the  compulsory 
system.  But  a  nation  may  unfortunately  require  an  army  so 
large  that  its  ranks  could  not  be  kept  full  by  voluntary  enlist- 
ment, except  at  a  ratu  of  remuneration  much  above  that  which 
would  be  paid  in  other  industries  for  labour  tliat  requires  nu  more 
outlay  in  training  and  no  scarcer  qualifications ;  and  in  this  case 
the  burden  of  the  taxation  requisite  to  provide  for  .such  an  array 
may  easily  be  less  endurable  than  the  burden  of  compulsory 
service. 

However  to  present  even  the  economical  argument  on  this 
question  completely  we  should  have  to  consider  the  respective 
a^lvantages  of  short  and  long  service,  the  proper  relation  between 
the  regular  ar-  '  the  reserve,  and  other  details  of  military 
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(and  Daval)  organizatioa  into  which  my  limits  do  Dot  allow  me 
to  enter*. 

The  material  products  required  by  the  state  it  is  ordinarily 
expedient  to  obtain  by  purchase,  leaving  the  production  of  them 
to  private  industry ;  for  the  reasons  that  lead  us  to  regard  the 
present  individualistic  organization  of  industry  as  in  general 
economically  superior  to  a  socialistic  organization.  But  in  cer- 
tain cases  these  arguments  either  do  not  apply  or  are  balanced 
by  special  reasons  in  favour  of  State  manufacture :  either  where 
the  articles  required  by  Government  are  of  a  quite  peculiar  kind 
(such  as  the  instruments  of  warfare,  cannons,  ironclads,  &c.)  so 
that  the  advantage  of  free  competition  may  not  be  obtainable  at 
all,  or  may  be  more  likely  to  be  obtained  if  Government  under- 
takes the  manufacture;  or  where  the  quality  of  the  article  is 
very  important  and  at  the  same  time  difficult  to  test  if  obtained 
by  purchase ;  or  where  systematic  and  costly  experiments  in  pro- 
duction are  required. 

In  the  case  of  land,  buildings,  and  other  comparatively 
permanent  kinds  of  wealth  what  has  practically  to  be  con- 
sidered is  often  not  how  the  state  is  to  be  supplied  with 
them,  but  rather  how  far  it  is  desirable  that  it  should  retain 
possession  of  them.  Much  of  the  land  that  now  belongs  to  the 
public  in  the  form  of  roads,  commons,  forests,  harbours,  &c. 
has  never  been  private  property :  other  portions  of  it,  in 
modem  European  communities,  have  been  the  semi-private 
property  of  the  royal  families  in  feudal  and  semifeudal  times, 
and  have  since  gradually  acquired,  more  or  less  completely, 
the  character  of  public  property;  other  portions  have  been 
taken  from  individuals  or  societies  in  the  way  of  confiscation. 
But  however  such  property  may  have  been  obtained,  there  can 
hardly  be  any  valid  reason  for  keeping  it  now,  unless  it  is 
required  for  the  due  performance  of  necessary  governmental 
functions,  or  unless  for  special  reasons  it  is  likely  to  be  more 
useful  socially  under  governmental  management 

§  3.  The  greater  part,  however,  of  the  material  provision  for 
the  needs  of  Government  has  to  be  obtained  annually  or  from 

'  It  Bhould  be  observed  that  oven  where  the  services  of  soldiers  and  sailors 
are  obtained  by  a  compulsory  system,  their  pay  and  equipment  are — wholly  or 
mainly — provided  at  the  expense  of  the  nation. 
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time  to  time  by  purchase:  and  we  have  now  to  consider  the 
different  sources  of  the  funds  for  defraying  such  purchases 
and  also  paying  the  wages  aud  salaries  of  the  paid  servants  of 
Government. 

The  chief  sources  are 

1(1)     Rent  or  Interest  paid  by  individuals  for  the  uso  of 
wealth  that  wholly  or  partially  belongK  to  the  community. 
I  (2)     Loans. 

(3)  Payments   for  coramodities'   supplied    by  Govern- 
ment. 

(4)  Taxes  (including  tributes  paid  by  foreigners). 

Such  minor  sources  as  Fines  and  Voluntary  Gifts  are  too 
insignificant — so  far,  at  least,  a.s  the  main  functions  of  Govern- 
ment are  concerned — to  require  more  than  a  passing  notice. 

Under  the  first  of  the  four  heads  above  given  will  come,  of 
course,  all  rents  paid  for  land  or  buildinga  that  are  completely 
public  property.  But  besides  these,  wherever  laud  has  only 
been  allowed  to  pass  into  private  ownership  under  the  couditioD 
of  a  periodical  payment  being  made  to  the  government, — or  of 
services  being  rendered  which  have  afterwards  been  commuted  for 
a  pecuniary  payment — this  payment  should  always  be  regarded, 
from  ifte  point  of  view  of  distiibviioii,  as  a  rent  reserved  by  the 
community  and  not  as  a  tax  on  the  owner  of  the  land  ;  since  in 
taking  it  the  State  does  not  take  from  the  landowner  wealth 
that  has  ever  belonged  to  hira,  or  to  which  he  has  any  rightful 
claim.  But  though  this  is  the  true  distnbutkmal  view  of  the 
payment,  it  must  be  borne  in  mind  that  if  it  be  proportioned  to 
tho  total  value  or  rent  of  the  land,  it  is  liable  to  have  the  pro- 
du<;t{onai  bad  effects  of  a  tax  in  the  way  of  checking  agricultural 
improvement.  On  the  other  hand  a  payment  of  this  kind  that 
is  guarded  from  such  effects  is  a  most  unobjectionable  mode  of 
raising  funds  for  public  expenditure. 

Interest  of  any  other  wealth  besides  laud  has  hardly  a  place 

I  among  the  sources  of  income  of  modem  governments,  thuugh  it 

figures  importantly  among  the  outgoings.     If  they  lend,  it  is 

usually  borrowed  money;  but  their  borrowings  have  been  vast. 

In  many  cases  such  borrowing  is  economically  quite  justifiable ; 

•  I  Uflu  U'  elude  Mrvioes  no  Icbb  than  tnaterial^odnctR. 
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but  the  limits  of  prudent  indebtedness  have  been  found  practically 
difficult  to  observe. 

We  may  say  generally  that  the  conditions  under  which  it  is  ' 
pRident  for  a  nation  to  borrow  are,  to  a  great  extent,  analogous  to 
tliuse  under  which  it  is  prudent  for  a  private  person  to  do  so;  but 
there  are  certain  important  ditferences.    In  the  first  place,  a  nation  \ 
can  borrow  without  incurring  any  but  a  very  trifling  burden,  to    \ 
whatever  extent  its  obligations  can  be  kept  permanently  current, 
as  a  national  medium  of  exchange.    And  secondly  in  the  case  of 
a  nation,  the  matter  is  complicated  by  the  difference  between 
what  we  may  call  the  strictly  financial  and  the  social  points  of 
view:  i.e.  between  the  estimates  of  gain  and  loss  to  the  national 
exchequer,  and  the  estimates  of  gain  and  loss  to  the  community 
considered  as  an  aggregate  of  individuals.     There  are  two  chief 
cases  in  which  private  borrowing  is  recognised  as  legitimate  : 
first,  where  the  loan  is  employed  productively,  so  that  the  addi- 
tional  profit  obtained  by  the  use   of  it  supplies  a  fund  from 
which  the  interest  may  be  paid,  and  a  certain  portion  of  the 
principal  annually  repaid ;  and  secondly  where  it  is  employed  to 
meet  an  oecasional  necessity  for  enlarged  consumption,  which 
could  not  be  defrayed  without  inconvenience  or  even  suffering 
<yut  of  the  income  of  a  single  year,  so  that  it  is  good  economy  to 
spread  it  over  several  3'ear8.     Each  of  these  cases  has  its  coun-/ 
terpart  in  public  finance.    Here,  however,  it  is  not  always  easy  to 
docide  whether  a  loan  has  been  employed  productively  for  the 
nation   at   large.     For   the   returns   on   productive   outlay  by 
government  may  take  two  quite  different  forms;    they  may  \ 
either  appear  as  increased    profits    on   some   special   business  \ 
carried  on  by  a  governmental  department,  in  which  the  loan 
has   been  employed  as  capital — as  when  (e.g.)  telegraphs  or 
railways  are  bought  for  the  State  with  borrowed  money  ;    or 
they  may  merely  be  realized  in  the  increased  produce  obtained  / 
by   the    labour  and    capital   of  the    community   govemwl — as 
when  a  Swiss  canton  borrows  to    make  a  road  without  tolls 
for  the  use  of  travellers,  for  which  it  is  repaid  by  the  increased  / 
earnings  of  its  innkeepers,  tratlesmen,   and   agricultural  pro- 
ducers.    This  latter  kinil  of  outlay,  however,  even  when  socially 
profitable,  cannot   be  regarded  as  productive  from   a  strictly  \    7 
financial  point  of  view,  unless  the  Government  secures  a  share  I 
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of  the  increase  of  national  produce,  sufficient  to  pay  something 
more  than  the  interest  on  the  loan.  And  it  may  obviously  be 
sometimes  very  difiBcult  to  say  how  far  any  particular  increase, 
either  in  national  produce  or  in  governmental  receipts,  is  really 
due  to  the  supposed  productive  outlay  and  not  to  other  causes 
of  national  prosperity.  Borrowing  for  this  latter  kind  of  expen- 
diture therefore,  though  often  highly  advantageous,  requires  to 
be  "very  carefully  watched. 

!■      Still,  on  the  whole,  the  general  principle  for  determining 

productive  outlay  is  clear,  however  difficult  its  application  may 

.    be  in  some  instances;   the  increased  receipts  accruing  to  the 

^  )   community  in  consequence  of  the  outlay — whether  they  are 

obtained  by  the  community  in  its  corporate  capacity  or  as  an 

aggregate  of  individuals — ought  to  be  more  than  sufficient  to 

repay  the  loan  with  interest  by  the  close  of  the  period  required 

to  exhaust  the  productive  effects  of  the  outlay'.     It  should  be 

added  that  when  such  borrowing  involves  loss  from  a  strictly 

financial  point  of  view,  we  have  to  take  into  account — as  against 

any  advantages  that  may  be  expected  from  it  to  the  community 

at  large — all  the  disadvantages  attaching  to  the  part  of  the 

system  of  taxation  that  might  be  dispensed  with  if  the  debt 

^  were  not  contracted. 

I  pass  to  consider  the  second  case  of  legitimate  borrowing ; 
where  the  loan  is  required  to  meet  an  occasional  need  of  extra 
expenditure,  not  positively  productive.     In  this  case  the  rule 
:  to  be  adopted  appears  primd  facie  very  simple ;  it  is  plain 
v/  that  the  number  of  years,  over  which  the  sacrifice  imposed  by 

the  emergency  may  prudently  be  extended,  ought  to  be  limited 
by  the  condition  of  paying  off  the  loan  before  a  similar  emer- 
gency may  be  expected  to  occur  again.     Practically,  no  doubt, 
the  exact  application  of  this,  principle  in  national  finance  is  a 
matter  of  extreme  difficult^since  the  chief  emergencies  which 
\  necessitate  such  loans  are  foreign  wars  (or  menaces  of  wars) 
land  there  are  no  known  sociological  laws  by  which  we  cuuld 
'  forecast  the  magnitude  and  frequency  of  a  nation's  future  wars, 
in  the  present  stage  of  civilization.    Still,  if  we  simply  infer  the 

I  In  some  oases  fixed  capital  may  be  actually  pennaueut;  bnt  in  con- 
sideration of  the  frequent  changes  in  industry  it  can  never  be  prudent  to 
reckoD  it  as  such. 
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probability  of  future  wars  irom  past  experience,  it  must  be 
admitted  that  the  above-mentioned  principle  has  been  flagrantly 
transgressed  by  most  of  the  leading  nations  of  modern  Europe. 
But  the  alarm  which  such  transgression  might  reasonably 
arouse  may  be  to  some  extent  diminished  by  the  con- 
sideration that  we  may  equally  infer  from  past  experience  a 
probable  reduction  in  the  burden  of  any  national  debt  already 
contracted; — both  an  absolute  reduction,  from  the  decline  of  the 
rate  of  interest,  and  a  relative  reduction  from  the  increase  of 
the  aggregate  wealth  of  the  borrowing  nation.  At  the  same 
time,  there  is  so  much  uncertainty  in  all  inferences  of  this  kind 
that  I  can  hardly  consider  a  community  to  be  justified  in 
deliberately  disregarding  the  rule  of  repayment  above  laid 
down;  except,  perhaps,  when  the  taxation  that  would  be  re- 
quired in  order  to  conform  to  this  rule  would  entail  very  serious 
economic  or  political  inconveniences*. 

We  have  already  seen  that  from  a  social  point  of  view 
borrowing  may  be  profitable,  by  increasing  the  aggregate  pro- 
duce of  the  community,  even  though  it  does  not  bring  in  an  \y 
adequate  return  to  Government,  either  in  the  form  of  profits  on 
a  special  business  in  which  the  loan  is  employed,  or  more  in- 
directly by  an  increase  in  the  yield  of  certain  taxea  In  such 
a  case,  however,  it  is  most  probable  that  the  increase  in  the 
total  income  of  the  community  will  not  be  equally  distributed  ^ 
among  the  incomes  of  individual  members;  hence,  unless  the 
interest  and  repayment  of  the  loan  can  be  provided  by  imposing 
a  rate  on  the  persons  who  gain  by  its  employment,  fairly 
proportioned  to  their  respective  gains,  it  has  a  tendency  to 
cause  a  new  inequality  in  the  distribution  of  wealth  which 

'  I  have  not  space  to  discuss  adequately  different  modes  of  national  borrow- 
ing :  bnt  I  may  briefly  note  the  wastefulness  of  borrowing  in  snob  a  way  that 
the  amount  received  is  less  than  the  debt  incurred;  since  tfai.i  method  rendets 
the  borrowing  nation  unable  to  take  advantage  of  any  subseiiuent  fall  in  the 
rate  of  interest,  except  at  a  serious  loss.  It  may  be  said  that  it  gives  a  cor- 
responding security  to  the  lenders,  so  that  what  the  nation  loses  in -one  way 
will  be  compensated  by  its  obtaining  the  loan  on  otherwise  more  favourable 
terms :  but  the  security  to  the  lenders  is  an  indefinite  and  (if  I  may  be  allowed 
the  phrase)  insecure  one,  and  therefore  likely  to  be  undervalued.  If  a  security 
of  this  kind  is  to  be  given  at  all,  it  is  more  economical  for  the  nation  to 
guarantee  its  creditors  against  repayment  for  a  certain  period, — or  for  a  period 
varyiug  within  definite  limits,  the  variations  being  determined  by  lot. 
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ought  to  be  considered  in  adjusting  the  general  burden   of 
taxation. 

There  is  another  less  obvious  disturbance  of  preexisting 
distribution  which  borrowing,  whether  for  profitable  outlay  or 
to  ward  o£F  calamities,  tends  to  bring ;  viz.  by  raising  the  rate 
of  interest,  and  thereby  increasing  the  share  of  the  aggregate 
produce  that  falls  to  capital.  Where  the  outlay  is  of  the 
profitable  kind  it  is  not  necessary  that  this  increase  should 
be  accompanied  by  a  diminution  in  the  reward  of  labour  ;  as  it 
"^  is  possible  that  it  may  be  entirely  supplied  from  the  increase  in 

the  aggregate  produce.  But  in  the  case  of  loans  for  wars  or 
similar  purposes,  the  gain  to  capitalists  from  the  rise  of  interest 
inevitably  involves  a  corresponding  loss  to  labour,  supposing 
that  the  capital  is  supplied  by  the  members  of  the  borrowing 
community,  and  that  it  would  in  any  case  have  been  saved  and 
invested  in  some  branch  of  home  industry.  These  suppositions, 
however,  can  rarely  altogether  correspond  to  the  facts ;  and  so 
far  as  the  capital  borrowed  is  obtained  from  abroad,  or  would 
otherwise  have  been  sent  abroad  for  investment,  it  is  quite 
possible  that  the  immediate  effect  of  the  borrowing  may  be 
pecuniarily  advantageous  both  to  capitalists  and  labourers; 
both  interest  and  wages  within  the  community  being  tempo- 
rarily increased  by  the  loan.  Thus  the  first  years  of  a  war 
supported  by   borrowing   may  be  generally  felt  as  years   of 

]/        prosperity.     The  day  of  reckoning  must  of  course  come  for  this 
expenditure  ;  and  the  account  must  ultimately  be  paid  in  part 

\^'      from  the  share  of  labour, — unless  the  interest  on  the  war-loan 
is  supplied  by  taxes  falling  entirely  on  capitalists. 

§  4.  In  considering  the  different  occasions  for  govern- 
mental borrowing,  we  have  incidentally  noticed  that,  whUe  the 
major  part  of  the  ordinary  income  of  governments  is  derived  from 
taxes^  a  certain  portion  is  actually  in  most  civilized  countries 
"  obtained  from  payments  for  the  products  of  governmental 
industry,  purchased  freely  by  the  individuals  who  need  them, 
just  as  the  commodities  provided  by  private  industry  are  pur- 
chased. It  will  be  convenient  to  distinguish  these  payments 
as""eamings"  of  Government.  Such  "earnings"  may  be  classed 
under  two  heads,  for  the  purposes  of  the  present  discussion.  In 
some  cases  they  are  obtained  by  selling  products  or  services  at 
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their  market-value,  determined  by  the  competition  of  private 
industries,  as  (e.g.)  where  a  government  possesses  domain-lands 
and  sells  the  agricultural  products  obtained  by  cultivating  them, 
or  similarly  sells  wood  out  of  its  forests,  &c.'  In  other  cases 
governments  have  established  for  themselves  a  monopoly  in 
certain  branches  of  industry,  either  to  secure  the  full  economic 
gain  obtainable  by  organizing  the  industry  under  a  single 
management,  or  for  the  better  prevention  of  fraud,  or  some- 
times with  a  view  to  taxation.  In  Great  Britain  the  only 
business  thus  monopolized,  besides  coinage,  is  that  of  conveying 
letters  and  telegrams;  in  other  countries  various  other  in- 
dustries are  similarly  conducted,  as  (e.g.)  certain  kinds  of 
mining,  the  manufacture  and  sale  of  tobacco,  opium,  even 
lottery-tickets. 

The  financial  problem  is  obviously  very  different  in  cases  of 
the  first  and  second  class  respectively.  When  the  price  of  the 
commodity  supplied  by  the  government  is  determined  by  open  ^ 
competition  with  private  industries,  the  only  question  is  whether 
the  government  ought  to  carry  on  the  business  at  all ;  whether 
it  would  not  be  more  economically  managed  if  handed  over  to 
private  capitalists.  Under  ordinary  circumstances,  this  question 
may  be  decided  by  a  mere  calculation  of  the  financial  profit  of 
the  governmental  business:  but,  as  we  have  seen,  there  are  cases 
where  it  may  be  desirable  that  Government  should  carry  on  a 
certain  branch  of  industry  under  unremunerative  conditions,  for 
the  sake  of  some  general  utility  which  the  competitive  system 
cannot  be  trusted  to  provide. 

Where,  on  the  other  hand,  the  industry  is  protected  by  ^- 
a  monopoly,  there  is  more  difficulty  in  determining  what  shall 
be  the  amount  and  price  of  the  commodities  supplied.  A  pri- 
vate monopolist  may  be  assumed  to  aim  at  the  greatest  net 
gain  to  himself:  and  a  goveinmental  monopoly  otght  clearly  to 
be  managed  on  the  same  principle,  so  far  as  it  is  considered 
strictly  from  a  financial  point  of  view,  as  a  means  of  obtaining 
money  for  governmental  purposes.     And  though  this  ought  never 

1  We  may  also  include  under  this  head  the  case  of  industries  undertaken  by 
Cktvemment  for  the  sole  purpose  of  supplying  government  itself  with  certain 
products:  where,  therefore,  there  are  no  "earnings"  in  the  ordinary  sense  of 
the  term. 
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to  be  the  sole  cuusideration  for  a  govenunent — since  it  has  to 
regard  the  interests  of  those  of  its  subjects  who  buy  the  monopo- 
lised commodity,  and  any  others  who  are  indirectly  affected  by 
its  use — still  there  ai"e  cases  in  which  the  financial  view  may 
reasonably  be  allowed  to  prevail  ;  as  for  instance  where  the 
commodity  monopolised  is  a  dangerous  luxury.  Even  in  other 
cases  it  may  be  on  the  whole  expedient  to  keep  the  price  of  the 
mono]K)lised  commotlity  above  the  point  that  it  would  otherwise 
reach,  for  the  sake  of  the  profit  to  the  treasury.  But  when  this 
is  done,  it  is  clear  that  the  purchasers  of  the  commodity  are 
substantially  taxed  fof  the  benefit  of  their  fellow  citizens:  in 
fact  the  establishment  of  u  niono])oly  is  a  recognised  mode  of 
raising  a  tax  on  an  article  of  consumption'.     On  the  other  hand 

.  if  the  price  bo  reduced  below  a  certain  point,  a  special  bounty  is 
conferred  tm  the  purchasers  at  the  expense  of  the  rest  of  the 
community.  It  is  not,  however,  quite  clear  at  what  point 
Governnient  ought  to  fix  the  price,  if  it  would  avoid  burdening 

^ono  part  of  the  cominuuity  for  the  benefit  of  the  other. 

(1)  It  is  thought  by  some  that  the  desired  impartiality  will 
be  realised,  if  Government  sells  the  commodity  at  the  lowest 
price  which  allows  interest  on  the  capital  employed  at  the  rate 
at  which  Government  could  burrow  it,  after  paying  all  the  cur- 
rent expenses  of  production,  including  the  remuneration  of  all 
the  officials  employed  and  allowance  for  depreciation  of  capital. 
For — it  is  said — if  the  national  exchequer  gaiii.sby  the  business, 
the  extra  price  that  provides  the  gain  is  substantially  a  tax  on 
those  who  purchase  the  commodity  for  the  benefit  of  the  rest  of 
the  community  :  while  if  it  loses,  the  comuumity  i»  taxed  for 
the  benefit  of  these  particular  purchasers.  There  ought  therefore 
to  be  neither  gain  nor  loss. 

Bni>fi$  it  appears  to  me  more  strictly  true  that  Government 
avoids  interfering  with  distribution,  if  it  sells  the  commodity  at 
the  price  at  which  it  would  be  sold  if  provided  by  private  in- 
dustry. This  price,  however,  may  possibly  be  higher  than  that 
at  which  Government  could  supply  it  without  gain  or  loss;  since 

>  This  mode  of  taxation  has  obvious  drawbacks,  except  n-here  the  pruduotion 
/  of  the  artide  in  specially  adapted  for  govumincntal  manaijemcnt :   but  it  has 
important  advantages  in  some  cases,   especially  in  diminishing  the  cost  and 
trouble  of  preventing  evasions  of  the  tax. 
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the  article  may  be  one  which  either  would  be  leas  economically 
supplied  under  the  conditions  of  free  competition,  on  one  or 
other  of  the  grounds  explained  in  chap.  ii.  of  this  book,  or 
would  be  practically  monopolised.  In  this  case  I  should  urge 
tluit  the  advantage  which  the  community  gains  through  the 
business  being  undertaken  by  Government  is  one  to  which  the 
particular  purchasers  of  the  article  have  no  claim  ;  and  that 
therefore  if  the  price  of  the  article  is  reduced,  in  the  interest  of 
pruductiun,  the  reduction  ought  to  be  regarded  as  a  special 
benefit  to  them,  for  which  allowance  would  have  to  be  made  in 
a  perfectly  fair  adjustment  of  the  whole  system  of  taxation.  I 
admit,  however,  that  the  criterion  which  I  regard  as  the  true  one 
cannot  easily  be  made  exact;  since  under  ordiuary  circumstances 
we  can  only  conjecture  roughly  the  price  at  which  any  com- 
modity would  be  supplied  by  private  industry. 

But  further:  I  have  hitherto  spoken,  for  simplicity,  as  if 
there  were  only  one  product  to  be  considered  :  but  in  important 
cases  the  practical  problem  is  to  fix  a  scale  of  prices  for  a  number 
of  ditferent  commodities,  supplied  under  different  economic 
conditions  as  regards  both  cost  and  demand.  Thus  (e.g.)  a  rail- 
way provides  conveyance  suitable  for  different  classes  of  persons, 
and  fur  different  kinds  of  things  varying  in  the  proportion  of 
weight  to  bulk,  and  in  the  degree  of  care  required  for  safe  con- 
veyance :  and  it  conveys  persnus  and  things  through  a  great 
variety  of  distances.  On  what  principle,  then,  are  the  prices  of 
these  different  commodities  to  be  determined  in  this  and  similar 
cases  ?  This  question  is  often  answered  by  saying  that  price 
should  be  proportioned  to  cost:  but  the  simplicity  of  this  answer 
ignores  the  normal  influence  of  demand  on  price,  the  varying 
inteuKity  of  the  respective  douiauds  for  tht*  different  commodities, 
and  llie  great  difference  between  (a)  the  total  expense  of  sup- 
plying the  aggregate  of  commodities  and  (6)  the  sum  of  the 
additional  expenses  entailed  by  each  element  of  the  aggregate, 
when  considered  separately  as  an  optional  addition  to  the  rest. 
This  last  consideration  is  conspicuously  exemplifiiHl  in  the  case 
of  a  railway  :  since  the  greater  part  uf  the  annual  expense  of  a 
ndlway — including  interest  on  the  initial  outlay — docs  not  vary 
ruatorially  with  the  amount  of  traffic ;  and  even  the  average 
additional  cost  of  each  service  of  conveyance  does  not  hear  a 


558 


PUBLIC  FiyANCR. 


[Book  Iir 


r; 


fixed  ratio  to  the  amoimt  of   utility  furnisLed,  but  generally, 
a  ratio  that  decreases  as  the  whole  amoimt  of  utility  fumishe 
increaaea     Now  it  is  the  iatereet  of  the  community  as  a  whol 
that  the  total  amount  of  utility  protluced  by  the  railway  should 
be  increased,  so  long  (1)  as  each  extra  service  more  than  pays 
its  own  extra  cost  and  (2)  the  total  cost  is  met  by  the  aggregate 
of  payments  received;  provided  that  this  total  cost  is  distributed 
among  the  different  payments  received  in  such  a  manner  as  to 
keep  the  aggregate  demand  for  the  commoflities  furnished  as 

\  great  as  possible.     If  the  demands  for  all  species  of  such  com- 
modities  were   equally   extensible,  it   would    be  economically 
advantageous — as  well  as  obviously  fair  from  the  point  of  view 
of  individual    purchasera — that  each  payment  should    bear  a 
share  of  the  total  expenses  corresponding  to  the  extra  cost  of 
the  commodity  paid  fiir.     But  as  iu  fact  these  demands  are  liable 
to  be  very  unequal  in  extensibility,  it  may  be  necessary  for  the 
most  economic  management  of  the  business  that  the  unvarying 
>  velement  of  the  total  expenses  Hhould  be  distributed  unequally 
■  among  the  different  payments :  the  greater  share  being  borne 
,   .  py  those  species  of  commodities  for  which  the  demand  is  leas 

^reducible  by  a  rise  in  price  and  the  larger  share  by  those  for 

Ijyhich  the  demand  is  more  reducible.  Accordingly  I  hold  that 
in  the  governmental  management  of  such  branches  of  production 
inequalities  in  the  charges  for  different  commodities,  based  on 
differences  of  demand  and  not  of  cost,  are  quite  legitimate; 
though  they  certainly  involve  inequalities  in  the  treatment 
of  different  sets  of  consumers,  which  ought  to  be  somehow 
compensated  in  an  ideally  exact  adjustment  of  the  pecuniary 
burdens  imposed  by  government.  But  it  should  be  observed 
that  similar  inequalities  are  in  other  ways  inseparable  from 
the  most  economic  management  of  governmental  monopolies: — 
eg.  the  simplicity  of  our  penny  post  is  doubtless  economical  oa 
the  whole,  but  it  certainly  makes  the  internal  correspondence  o: 

/London  pay  for  the  correspondence  between  remote  parts 
the  kingdom. 

On  similar  grounds,  the  general  principle  of  'differential  rate 
must,  I  conceive,  be  admitted  as  legitimate,  in  the  regulation  hf\ 
Government  of  railways  under  joint-stock  management ;  so  fai 
as  it  can  be  shewn  tliat  a  closer  correspondence  of  price  witl 
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cost  would  really  render  the  railway  less  useful  on  the  whole. 
The  aim  of  government  should  be  to  prevent  the  supply  of  com-  / 

modities  that  it  regulates  from  being  scanty  and  dear,  but  not 
necessarily  to  prevent  the  commodities  from  being  unequally    * 
priced. 

I  do  not  mean  to  say  that  a  private  company  should  be  left 
altogether  unchecked  in  the  arrangement  of  such  differential 
rates,  on  the  ground  that  its  private  interests  in  this  matter  will 
always  coincide  with  the  interest  of  the  public.  Such  a  universal 
coincidence  cannot  be  affirmed:  indeed  a  possible  divergence 
between  the  two  becomes  manifest  when  we  consider  that  one 
main  cause,  in  the  case  of  a  railway,  of  the  differences  of  demand 
above-mentioned  is  the  partial  competition  of  other  railways 
and  steamships — a  competition  which  is  often  effective  for  cer- 
tain long  distances  while  leaving  a  multitude  of  shorter  distances 
unaffected.  It  might  be  for  the  private  interest  of  a  railway 
company  to  make  temporary  reductions  of  price,  which  could 
not  be  permanently  maintained  without  economic  loss,  in  order 
to  win  in  such  a  competitive  struggle  :  but  it  can  rarely  be  the 
interest  of  the  community  that  government  should  do  this  or 
allow  it  to  be  done. 

Sometimes,  indeed,  it  may  be  on  special  grounds  the  real 
interest  of  the  community,  considered  as  an  aggregate  of  indi-  u- 
viduals,  that  a  commodity  furnished  by  government  should  be 
supplied  at  a  price  financially  unremunerative :  even,  it  may 
be,  at  a  price  that  will  not  yield  ordinary  interest  on  the  capital 
employed.  Indeed  if  this  capital  were  not  borrowed,  and  if  we 
had  not  to  consider  the  need  of  raising  supplies  for  other  branches 
of  governmental  expenditure,  there  would  seem  to  be  no  reason 
why  the  condition  of  paying  interest  should  be  regarded  at  all, 
any  more  than  it  would  be  regarded  in  a  community  socialistically 
organized;  it  would  be  economically  advantageous  to  extend 
the  supply  of  the  commodity  by  cheapening  its  price  so  long  as 
it  more  than  repaid  the  total  cost  of  the  labour  spent  in  furnish- 
ing it — including  the  labour  required  for  keeping  in  repair  and 
duly  improving  the  instruments  used  in  the  business.  But 
since  actually  any  portion  of  national  income  sacrificed  in  this  ' 
way, — by  a  reduction  of  price  below  what  would  have  to  be  paid 
apart  from  governmental  interference — must  be  made  up  by 
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some  other  tax,  it  will  only  be  desirable  to  make  such  a  reduc- 
tion where  it  is  important  for  the  community  generally  that  the 
commodity  in  question  should  be  widely  used  : — as  (e.g.)  in  the 
case  of  education. 

§  5.  The  discussion  in  the  preceding  section  has  illustrated 
a  special  diflSculty  of  drawing  the  line  between  "earnings  of 
"Government"  and  "taxes."  We  have  now  to  observe  that  the 
general  distinction  between  these  two  terms  is  not  quite  so  clear 
as  it  appears  at  first  sight.  No  one,  I  suppose,  would  apply  the 
term  "taxes"  to  payments  for  goods  or  services  furnished  by 
Government  which  the  payer  is  left  perfectly  free  to  take  or  to 
leave — except  so  far  as  the  price  of  the  service  is  materially 
raised  by  the  governmental  monopoly — ;  even  where,  if  the  com- 
modities are  purchased  at  all,  they  must  be  purchased  from  the 
government,  as  in  the  case  of  payments  for  postal  services.  But, 
if  so,  it  seems  doubtful  whether  a  payment  of  this  kind  acquires 
the  character  of  a  tax  merely  because  it  is  made  compulsoiy; 
as,  for  instance,  where  landowners  are  compelled  to  take  a  share 
in  the  cost  of  works  of  drainage  or  irrigation  carried  on  by 
Government.  On  lllu'  ukiiui  liuiuJ  some  economists  hold  that 
all  taxes — i.e.  all  compulsory  contributions  of  individuals  to  their 
government — ought  to  be  regarded  as  payments  for  services 
received ;  and  that  the  burden  of  taxation  ought  to  be  distributed 
on  the  principle  which  is  ordinarily  accepted  in  the  case  of  such 
payments :  viz.  that  every  individual  should  pay  in  proportion 
to  the  cost  or  utility*  of  the  services  rendered  to  him.  And  1 
qixite  admit  that  this  is  the  most  consistent  way  of  treating  the 
problem  of  taxation  from  an  individualistic  point  of  view,  so  far 
as  the  services  rendered  by  Government  admit  of  being  thus 
individualised.  But  I  find  it  to  a  great  extent  impossible  to 
apply  this  principle  in  the  case  of  the  most  important — and 
actually  most  costly — functions  of  government.  Take  (e.g.)  the 
case  of  defence  against  foreign  foes ; — ^modern  wars  are  under- 
taken not  mainly  for  protection  of  the  life  and  property  of  indivi- 
duals, but  for  the  maintenance  of  national  existence,  extension  of 
empire,  &c. ;  and  it  is  surely  impossible  to  apportion  the  advan- 

»  I  gay  "  cost  or  utility "  beoanse  the  divergence  between  the  two,  and  the 
difficnlty  of  deciding  to  what  extent  and  in  what  manner  both  are  to  be  taken 
into  account,  are  often  overlooked. 


Chap.  YIII.] 


PUBLIC  FLVAXCE. 


561 


tages  thus  purchased  among  the  individual  mcrahers  of  the 
community.  Similarly,  how  are  we  to  decide  who  profits  by  the 
sumptuous  expenditure  of  the  monarch  and  the  royal  family  in  a 
monarchical  country  ?  It  would  be  going  too  far  to  affirm  that 
all  members  of  the  nation  are  equally  concerned  in  maintaining 
either  its  international  position,  or  its  monarchical  constitution; 
still  I  cannot  but  regard  as  hopeless  the  attempt  to  apportion 
the  cost  of  either  among  different  classes  on  the  principle  of 
payment  in  proportion  to  services  rendered,  I  hold,  therefore, 
that  at  any  rate  for  the  taxation  required  to  defray  the  expenses 
of  the  Court,  and  of  the  army  and  navy  and  diplomatic  service, 
and  the  interest  on  national  debts  incurred  for  warlike  purposes,  • 
some  other  principle  of  distribution  must  be  sought. 

The  case  is  different  with  the  expense  of  the  administration  of 
justice  and  the  police.  But  though  both  judges  and  policemen 
are  continually  engaged  in  rendering  special  services  to  certain 
individuals,  there  is  much  force  in  the  contention  of  Bentham 
and  Mill',  "that  those  who  arc  under  the  necessity  of  going  to 
"law  are  those  who  benefit  least,  not  most,  by  the  law  and  its 
"administration."  It  may  be  expedient,  indeed,  in  order  to 
check  litigation,  that  the  cost  of  administering  justice  should  fall 
largely  on  individuals;  as  is  actually  the  case  so  far  as  the  ser- 
vices of  solicitors  and  barristers  are  paid  by  the  litigants.  But 
it  is  at  any  rate  desirable  that  as  little  as  possible  of  this 
expense  should  fall  on  innocent  individuals — innocent,  that  is, 
not  only  of  violation  of  rights  but  even  of  undue  litigiousness, 
It  seems  clear,  therefore,  that  the  supiJort  of  the  Ju<licature  and 
police  cannot,  at  least  in  the  main,  be  defrayed  by  fees  from  the 
persons  whom  judges  and  policemen  are  more  obviously  occupied 
in  protecting.  JtfiLu.J>ame  tlTtre,  I  do  not  think  that  the  prin- 
ciple of  apportioning  the  tax-payer's  contribution  to  the  services 
which  he  receives  is  so  completely  inapplicable  here,  as  it  is  in 
the  case  of  taxes  for  national  defence :  indeed  we  must,  I  think, 
have  recourse  to  it  to  a  certain  extent  when  we  come  to  deal 
with  the  question  of  detormiuing  the  area  of  incidence  of 
taxation. 

The  ordinary  answer  to  the  question,  "who  ought  to  pay 
"taxes  to  a  government"  is  Adam  Smith's, — "the  subjects  of 
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"the  State"  governed:  but  when  the  same  questiop  is  raised 
in  reference  to  a  local  tax,  the  ordinary  answer  is  "the  persons 
"residing  or  possessing  property  in  the  district ;"  and  a  com* 
parison  of  the  two  answers  shews  the  need  of  qualifying  the  first. 
--'    IVseems  clearly  just  that  aliens  residing  or  possessing  property 
in  any  country  should  pay  something  towards  the  expenses  oS. 
its  govemmentjjand  if  so,  unless  aliens  are  to  be  fined  as  such, 
it  is  clearly  just  that  they  should  pay  proportionally  less  to 
their  own  government ;  and  the  only  satisfactory  way  of  deter- 
mining the  ratio  in  which  their  contribution  ought  to  be  divided 
between  the  two  governments  is  by  regarding  it  as  a  price  paid 
for  services  received.    An  Englishman  residing  iu  France  is 
much  less  concerned  than  a  Frenchman  with  French  expendi* 
ture  on  armaments;  but  he  has  as  much  interest  as  a  Frenchman 
has  in  the  expenditure  for  maintaining  internal  order  and  pro- 
moting wellbeing  in  France ;  and  he  is  also  benefited  by  this 
latter  outlay  if  without  residing  in  France  he  merely  holds   . 
property  there.     It  seems  therefore  most  proper  that  at  least  % 
rough  division  should  be  made  of  the  taxes  ordinarily  paid  by 
an  English  capitalist  into  three  parts ;  one  part  to  be  paid  by 
him  to  the  English  government  wherever  he  may  reside  or  hold  ; 
property;  another  to  the  government  of  the  country  in  which  he 
resides ;  while  the  third  should  be  proportioned  to  the  property 
that  he  enjoys  under  the  protection  of  his  own,  or  any  other, 
state.  ' 

The  same  principle,  again,  may  be  applied — and  actually 
has  been  applied  to  a  considerable  extent — in  determining  the 
division  between  general  and  local  taxation  within  any  country. 
Where  expenditure  defrayed  by  taxes  benefits  the  inhabitants  . 
in  a  certain  locality  almost  exclusively,  and  other  persons  only 
so  far  as  they  resort  to  the  place — thereby  usually  benefiting  its 
trade — it  is  manifestly  just,  that  the  taxes  should  be  correspon- 
dingly localised;  as,  for  instance,  in  the  case  of  expenditure  on  - 
streets,  and  bridges  so  far  as  they  are  not  maintained  by  tolla 
Where  on  the  other  hand  a  more  considerable  share  of  the  utili- 
ties produced  tends  to  be  diffused  through  the  community,  though 
residents  in  a  certain  locality  benefit  more  than  others,  a  di- 
vision of  the  cost  between  local  and  general  taxation  is  on 
similar  principles  equitable:  thus  (e.g.)  it  is  reasonable  that  the 
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pecuniary  aid  given  by  Government  to  elementary  erlucation 
should  be  furnished  partly  from  national,  partly  from  local,  re- 
sources, 80  far  as  it  is  given  on  strictly  individualistic  principles 
— that  is,  with  the  view  of  benefiting  persons  other  than  the 
children  educated.  A  similar  division  of  cost  would  seem  to 
be  also  equitable  in  the  case  of  Poor-relief ;  but  here  considera- 
tions of  justice  appear  to  be  overborne  in  England  by  the 
special  need  and  difticiilty  of  maintaining  a  very  strict  economy 
in  poor-law  administratiun. 

To  sum  up :  I  do  not  think  that  any  sharp  line  can  be 
drawn  between  taxes,  ordinarily  so  called,  and  any  comj 
payments  for  services  received  from  Governmentj_ 
generally  the  principle  of  fixing  the  amount  of  the  individual's 
contribution  to  Government  so  as  to  correspond  as  closely  as  eco- 
nomic management  allows  to  the  cost  of  the  services  performed 
by  Government  to  him,  so  far  as  such  services  can  be  properly 
regarded  aa  rendered  to  individuals.  At  the  same  time  I  think 
that  this  principle  can  rarely  be  applied,  except  in  a  rough  and 
partial  way,  to  any  payments  that  are  ordinarily  called  taxes  ; 
and  that  even  where  it  ia  most  applicable,  it  must  often  be  over- 
borne by  other  considerations, — sometimes  by  the  economic 
advantage  of  more  uniform  rates  of  payment,  sometimes  by  the 
de.sirability  of  reducing  the  burtlen  laid  on  the  poorer  class  of 
contributors.  Nor  does  it  seem  that  there  is  necessarily  any 
sacrifice  of  justice,  even  from  an  individualistic  point  of  view,  in 
throwing  a  part  of  the  c<ist  of  services  which  men  are  compelled 
to  piircha.se  on  persons  other  than  the  recipient ;  since  from  this 
point  of  view  the  only  admissible  reason  for  compelling  any 
individual  to  purchase  such  services  is  that  the  interests  of 
others  will  be  damaged  if  he  ia  allowed  to  dispense  with  thorn; 
heuco  it  seems  not  unfair  that  these  others  should  boar  a  part  of 
their  cost.  And,  finally,  there  is  a  large  part  of  governmental 
expenditure — much  the  largest  part  in  tuir  European  nations, 
loaded  with  war-debts,  and  armed  to  the  teeth — the  utility  of 
which  cannot  be  thus  distributed  among  individuals.  Let  us 
proceed  then  to  consider  the  method  by  which  Government 
ought  to  raise  the  contributions  required  for  such  public  ex- 
penditure as  cannot  reasonably  or  conveniently  be  provided  for 
by  charging  individuals  in  proportion  to  services  rendered ;  so 
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fur  as  tbtTe  is  no  public  income  adequate  to  such  needs  derived 
from  land  or  other  wealth  owned  by  the  community  or  from 
the  profits  of  governmental  business.  It  M'ill  be  convenient  to 
call  this  tbe  method  of  'taxation'  in  the  strictest  sense. 

§  6.     I  ought,  however,  to  premise  that  in  the  discussion 
which  follows  I  do  not  propose  to  deal   with  the  problem  of 
constructing  a  system,  of  taxation,  as  it  presents  itself  practically 
to  a  statesman.     It  docs  not  seem  to  me  that  this  problem  can 
be  satisfactorily  treated  in  a  work  on  general  economic  theory; 
especially  because,  as  I  shall  shew,  the  considerations  that  ought 
to  influence  a  statesmaji  in  choosing,  rejecting,  or  atljustiug 
particular  taxes  are  very  various  and  complicated  ;  and  though 
we  may  usefully  explain  and  classify  them  in  a  general  theo- 
retical discussion,  wo  cannot  pretend  to  estimate  precisely  their 
relative  importance  without  careful  ascertainment  of  the  par- 
ticular social  aud  industrial  conditions  of  the  community  to  be 
taxed.    ;  Indeed    there   are   very   important   political   reasons 

,  for    preferring    some    taxes    to    others,    and   for   seeking    to 

v^  realize  certain  ends  in  taxation  generally,  which  lie  beyond  the 
scope  of  a  strictly  economic  di3cussion,^  Thus  the  third  of 
Adam  Smith's  famous  canons — that  "fhe  t^x  which  each 
"individual  is  bound  to  pay"  ought  to  be  "clear  and 
"plain  to  the  contributor"  in  respect  of  time,  manner  and 
quantity — is  a  constitutional  rather  than  an  economic  principle: 
its  primary  object  being,  as  Adam  Smith  explains,  to  protect 
ordinary  citizens  against  illegiti^nate  exactions  and  extortions  on 
the  part  of  officials.  .So-ag«»«ci^n  a  community  where  represen- 
tative institutions  are  fully  developed,  there  isau  important  con- 
stitutional ground  for  maintaining  equal  diffusion  of  the  burd«n 
of  taxation ;  viz.  that  the  citizens  generally  may  be  equally 
interested  in  checking  superfluous  governmental  expenditure 
which  special  classes  of  persons  are  continually  prompted  by 
strong  selfish  motives  to  extend.  Indeed  the  force  of  this  con- 
sideratiou  has  lud  some  thinkers  to  hold  seriously  that  the 
burden  of  taxation  ought  to  be  as  much  as  possible  felt  by 
those  who  bear  it,  in  oi-der  that  they  may  have  the  strongest 
possible  motives  for  miuimizing  it ;  aud  perhaps  in  a  very 
orderly  and  law-abiding  and  lightly-taxed  community  this 
might  be  desirable :  but  in  most  actual  societies  the  dangers 
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"arising  from  "ignorant  impatience"  of  taxation  are  so  much 
iver  tJiaii  any  vvhieh  "ignorant  patience"  cotiUt  cnusp.  that  it 
lould  rather  be  a  maxim  of  statesmanship  to  avoid  if  possible 
any  species  of  tax  that  is  particularly  disliked  by  the  persons  on 
whom  it  falls,  even  if  the  dislike  seems  groundless  and  fanciful '. 
Further,  it  hardly  scema  within  my  province  to  deal  witii  the 
very  important  political  question,  how  far  a  statesman  in  con- 
structing a  scheme  of  taxation  ought  to  take  a  cosmopolitan 
poiut  of  view,  and  not  try  to  throw  the  burden  of  a  tax 
on  foreigners,  except  so  far  as  it  is  fair  compensation  for  services 
rendered  to  iheni,  nor,  in  estimating  injurious  effects  on  pro- 

tduction,  consider  detriment  to  foreign  industries  as  indifferent 
— or  even  advantageous,  if  they  rival  industries  of  his  own 
country.     In  a  previous  chapter  (ch.  V.),  however,  we  have  had 

t  occasion  to  examine  the  manner  in  which  a  '  tribute'  may,  under 
certain  circumstances,  be  obtained  from  foreigners  by  means  of 
import  duties;  and  I  shall  refer  to  the  subject  again  in  a  sub- 
sequent section :  but  for  the  most  part  I  shall  assume,  for  sim- 
plicity, that  the  burden  of  a  tax  is  borne  by  the  nation  whose 
government  imposes  it. 

In  considering  more  particularly  the  mode  of  imposition  of 

this  burden,  it  will  be  desirable  to  keep  in  view  our  fundamental 

B  distinction  between  effects  on- Production,  or  on  the  aggregate 

•*      wealth  of  the  community,  and  effects  ou  I*istribution,  or  the 

P  incidence  of  the  burden  of  taxation  ;  though,  as  we  shall  see.  it 
is  impossible  to  separate  the  consideration  of  the  one  kind  of 
effects  from  that  of  the  other.  Under  the  former  head,  the 
^^inancier  is  chiefly  concerned  with  effects  which  he  would  desire 
^^O  avoid  as  far  as  possible*;  namely  the  different  extra  costs  of 
<:7i/ferent  taxes — the  burden  they  impose  on  the  taxpayers,  over 
gt,nd  above  the  net  gain  that  they  bring  in  to  the  treasury. 
fxJ  estimating  these  we  have  to  distinguish  the  strictly  financial 
g^st- — the  expense  of  collection — and  what  may  be  called 
extra-financial  cost,  i.e.  chiefly  the  loss  entailed   on   the 

«i]>oitld  be  noted  that  there  are  aUo  strictly  economic  groands  for  this 
tmx  u  dislike  of  a  tax  causes  it  to  be  evaded,  legitimately  or  other- 
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liowever,  altogether:  e.g.  we  may  take  into  account  the  indirect  gain 
s  from  thu  restriction  of  the  consumption  of  hamiful  luxuries. 
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consumers  by  clianges  in  products  or  modes  of  produciiottj 
caused  by  taxes.  The  discussion  of  the  former  kind  of  cost, 
and  of  tlie  best  metliods  of  minimiziLig  it,  belongs  to  ihaj 
technical  side  of  financial  administration,  and  I  shall  not  enter  j 
upon  it  further  than  to  notice  one  or  two  considerations, 
fuudamcutidlj  iiuportant  in  constructing  a  system  of  taxation! 
that  they  can  hardly  be  omittedj/what  I  shall  chiefly  considers 
under  the  head  of  "effects  on  production"  are  the  changes  in  I 
the  extra-governmental  organization  of  industry  which 
financial  interference  of  government  entails. 

,1ibwever,  with  the  problem  of  distribution  that  we 
primarily  concerned,  •when  treating  of  taxation  in  the 
general  way.  Effects  on  production  are  properly  regarded  in 
relation  to  particular  taxes  taken  by  themselves;  since  a  tax 
that,  from  the  point  of  view  of  production,  is  bad  when  con- 
templated by  itself,  remains  no  less  bad  when  contemplated  as 
part  of  a  complex  system  of  taxation  ;  it  may  be  eligible  as  the 
least  bad  among  possible  alternatives,  but  its  badness  cannot  be 
neutralized  by  combining  it  with  other  taxes.  But  the  caae  i» 
otherwise  with  effects  on  distribution ;  for  when  a  tax  ia 
defective  on  account  of  the  unequal  distribution  of  its  burden, 
the  defect  can  be  at  least  roughly  compensated  by  the  imposi- 
tion of  some  other  tax  with  an  opposite  kind  of  inequality — 
and,  as  we  shall  see,  such  rough  compensation  is  all  that  the 
financier  can  practically  aim  at.  Hence,  in  considering  taxatioa 
iu  the  aggregate,  the  question  of  distribution  is  the  primary 
one :  and,  conversely,  in  considering  the  right  distribiUion  of 
the  burden  of  taxation,  we  are  concerned  primarily  with 
taxation  in  the  aggregate,  and  only  secondarily  with  particular 
taxes. 

§  7,  On  what  principles  then  are  we  to  distribute  the 
burden  of  taxation  iu  the  narrower  sense  ?  that  is,  the  burden 
tliat  remains  to  be  allotted,  when  the  principle  of  payment 
iu  proportion  to  services  received  has  been  applied  as  far  as 
is  reasonable?  The  first  point  to  settle  is  whether  we  should 
make  taxation  a  means  of  redressing  the  inequalities  of  in- 
come that  would  exist  apart  from  governmental  interference. 
There  is  a  weighty  economic  objection  to  this  on  account  of 
the  dang'  iimliing  the  ijoducements  to  accumulation  of. 
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capital,  or  diiviDg  it  abroad', — a  danger  ranch  greater  here  than 
ia  the  case  of  the  partially  distributioual  iaterferencca  noticed 
at  the  close  of  the  preceding  chapter,  because  if  the  principle 
of  redressing  inequalities  is  applied  at  all,  any  limit  to  its 
application  seems  quite  arbitrary ;  if  the  burden  of  the  rich  is 
to  be  twice  as  great  as  that  of  the  poor,  there  seems  no  clear 
reason  why  it  should  not  be  three  times  as  great,  and  so  on. 
I  hold  therefore  that  the  general  aim  of  a  statesman  in 
^distributing  taxation  should  be  to  impose,  as  nearly  as  possible, 
equal  sacrifices  upon  all.  But  this  rule  requires  some  very 
important  (pialifications.  In  the  first  place,  I  tliiiik  it  must  he 
interpreted  so  as  not  to  conflict  with  the  generally  accepted 
principle  that  the  community  ought  to  protect  its  members 
from  starvation:  from  ivhicli  it  seems  to  ftjUow  that,  if  pos- 
sible, no  one's  income  shoukl  be  reduced  by  t^ixatiou  below 
what  is  required  to  furnish  him  with  the  bare  necessaries 
of  life.  For  if  Govcrnmeut  is  to  risk  a  serious  instalment  of 
the  evils  of  communism  in  order  to  secure  all  members  of  the 
community  from  starvation,  it  hardly  ought  to  aggravate  its 
inroad  on  the  motives  that  normally  prompt  the  poor  to 
energetic  industry,  by  taktnj  from  those  who  remain  independ- 
ent a  part  of  what  it  would  actually  have  to  give  them  if  they 
sought  its  aid.  And  if  oa  this  ground  we  exempt  altogether 
from  taxation  incomes  below  a  certain  low  limit,  it  would  be 
obviously  unreasonable  to  exact  a  full  quota  of  payment  from 
those  just  aboi^e  this  minimum ;  for  this  would  lead  to  the 
absurd  result  that  persons  who  could  oidy  earn  a  very  little 
mure  than  the  minimum  would  lose  the  whole  of  such  extra 
earnings.  I  conclude  therefore  that  we  ought  to  treat  as" 
taxable  only  that  portion  of  any  individual's  income  which  is 
not  required  to  provide  necessaries  either  for  himself  or  for 
those  dependent  on  him.  Even^  apart  fronLAH^questioa  of 
poor-relief,  I  tluiik  that  taxatron  proportional  to  what,  in  the 
widest  sense,  may  be  called  superfluous  consumption  would 
tend  to  equalize  sacrifices  more  nearly  than  the  rule  of  pro- 
portioning taxation  to  total  income;  since  dcprivatiou  of  the 

'  The  latter  of  theM  wonld  be  the  immediate  practical  danger,  as  it  is  not 
likely  that  such  unequal  taxation  of  the  rich  would  be  introduced  in  most 
civilized  countries  eimuUfmeonsly. 
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v<  necgssariea.oflife  is  aa  evil  so  indefinitely  grealer  thazt-de- 
psiYatipn_,of  luxiiqes,  that  the  two  may  be  fairly  treajted-as 
incommensurable ;  and  we  may  assume  generally  that  if  poor 
and  rich  alike  are  deprived  of  a  certain  proportion  of,,  their 
resources  available  for  non-necessary  expenditure,  the  loas-tbus 
incurred  of  purchaseable  satisfaction  will  be  at  least  as  greaLto 
the  poorest  class  that  will  be  taxed  at  all,  as  it  will  be  to  any 
otherjolasB.  The  question,  I  think,  is  rather  whether  even  this 
/  principle  is  not  oppressive  to  the  poor ;  and  whether  in  order  to 

'  equalize  the  real  burden  of  taxation  we  ought  not  to  lay  a 

progressively  increasing  tax  on  the  luxurious  expenditure  of 
the  rich.  I  must  admit  that  in  my  opinion,  such  a  tax 
would  be  justifiable  fi"om  the  point  of  view  of  distribution 
alone :  but  it  is  open  to  the  practical  objection  that  the 
progression  if  once  admitted  would  be  very  di£Bcult  to  limit, 
owing  to  the  impossibility  of  establishing  any  definite  quantita- 
1  tive  comparison  between  the  pecuniary  sacrifices  of  the  rich  and 

i  those  of  the  poor;    and  therefore  there  would  be  a  serious 

/  danger  that  the  progression  would  be  carried  so  far  as  to  check 

I  accumulation  or  drive  capital  from  the  country,  thus  causing  a 

I  loss  to  production  which  would  more  than  outweigh  the  gain  in 

equalization  of  sacrifice*. 

If,  however,  we  allow  the  rule  of  equality  in  the  distribution 
of  financial  burdens  to  be  overborne  in  favour  of  the  rich  by  the 
advantage  of  encouraging  the  accumulation  of  capital  in  the 
^  country,  it  seems  reasonable  to  aim  at  the  same  result  more 
directly  by  a  measure  that  will  operate  genemlly  in  favour  of 
those  who  derive  their  income  mainly  from  labour:  viz.  by 
exempting  savings  from  taxation.  A  certain  minimum  of 
savings,  indeed, — enough  to  prevent  individuals  from  becoming 
a  burden  to  others  in  age  or  sickness — should  be  included  in 
the  exemption  of  necessaries  argued  in  the  preceding  paragraph. 
Further  than  this  there  would  be  no  ground  for  carrying  the 
exemption,  if  what  were  saved  were  merely  hoarded,  in  the 
form  of  coin  or  durable  consumer's  wealth ;  since  the  portion  of 

»  Sach  a  scale  of  taxation  as  I— after  Mill— have  proposed  in  the  text,  in 
which  the  proportion  of  tax  to  income  is  decreased  at  the  lower  end  bat  not 
(materiallj)  increased  at  the  upper,  is  conveniently  called  a  (fegressive  a> 
distinct  from  ajniogressive  scale. 
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wealth  that  at  any  given  time  was  so  hoarded  would  at  the 
time  be  merely  employed  in  gratifying  the  hoarders  by  giving 
them  a  sense  of  power  or  security ;  and  there  would  be  no 
reason  why  these  personal  gratifications  should  not  bear  along 
with  others  the  reductiou  required  to  supply  the  needs  of 
government.  But,  actually,  since  what  is  saved  takes  mainly 
the  form  of  capital  that  aids  industry,  the  saver, — whatever  his 
motives  may  be — does  in  fact  ren<ler  an  important  service  to 
production  ;  and  it  seems  desirable  that  this  should  at  least  be 
as  little  as  possible  discouraged  by  taxation. 

But  again ;  if  we  exempt  savings  on  this  ground,  it  seems 
reasonable  to  extend  the  exemption  to  what  is  spent  by  a 
father  of  a  family  on  the  education  of  his  children,  so  far  as  it 
tends  to  make  them  moro  efficient  labourers:  and,  similarly,  to 
encourage  by  a  similar  exemption  the  devotion  of  funds  by  gift 
or  bequest  to  public  objects  of  real  utility,  provided  that 
adequate  security  is  taken  that  they  are  efficiently  administered; 
especially  if  tho  objects  are  of  a  kind  to  which  public  money 
might  reasonably  be  allotted,  if  private  liberality  were  wanting. 
It  may  even  be  fairly  urged,  that  a  considerable  part  of  the 
non-necessary  expenditure  of  the  rich  is  actually  incurred  in 
maintaining  and  transmitting  culture,  and  that  this  also  is  a 
function  of  sufficient  social  importance  to  be  properly  encouraged 
by  exemption  from  taxation  ; — though  there  is,  of  course,  great 
difficulty  of  distinguishing  expenditure  of  this  kind  from  that 
which  ministers  to  mere  personal  enjoyment.  I  should  propose 
to  recognise  these  various  claims  to  exemption  by  throwing  a 
large  share  of  the  burden  of  taxation  on  the  consumption  of 
commodities  that  are  neither  necessary  nor  promotiye  of 
culture.  Such  taxes  on  commodities,  however,  tend  to  be 
serioiisly  unequal ;  especially  since  there  are  very  strong  techni- 
cal reasons  for  concentrating  such  taxation  on  a  few  articles 
largely  consumed,  in  order  to  minimize  the  cost — financial  and 
extra-financial — that  it  involves ;  and  it  is  almost  inevitable 
that  the  expenditure  on  these  particular  articles  should  form  a 
very  variable  proportion  of  the  total  expenditure  of  different 
classes  of  the  community  on  things  that  are  neither  necessaries 
nor  promotive^f_culture.  So  far  as  the  classes  thus  over- 
burdened can  be  distinguished  as  those  receiving  incomes  of 
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certain  amounts,  the  inequality  may  be — and  should  be — roughly 
compensated  by  an  income-tax  on  other  classes,  as  is  done  in  the 
English  budget ;  but  there  are  still  liable  to  remain  great 
variations  in  the  consumption  of  taxed  commodities  among 
persons  of  similar  incomes — owing  to  variations  of  taste,  con- 
stitution, &c. — for  which  it  is  practically  impossible  to  make 
compensation.  (_The  adoption,  therefore,  of  this  method  of 
raising  taxes  must  be  admitted  to  be  incompatible  with  any 
exact  equalisation  of  the  burden  of  taxation.)  But  in  fact  any 
such  exactness  is  rendered  practically  unattainable,  on  the 
general  principle  above  adopted,  by  the  vagueness  of  the 
distinction  between  necessaries  and  luxuries,  and  the  great 
differences  in  the  needs  of  ditferent  persons  and  of  the  same 
person  at  different  times;  and  tlic  method  of^taxingjiommoditieg 
has  thg^merit  of  avoiding  the  worst  inequalities  which  taxation 
proportioned  to  income  would  cause^  in  consequence  of  theae 
differences  of  need  ;  since  it  enables  those  persons  whose  Jieeds 
are  greatest  to  diminish  their  share  of  taxation,  by  abstinence 
froin_custonmry  luxuries.  iFor  this  latter  rea-son  chiefly  I  think 
it  desirable  that  the  taxation  of  the  poor  should  be  almost 
entirely  thrown  on  commodities  of  the  kind  I  have  defined :  as 
is  the  case  in  England  with  taxation  for  the  puq)Oses  of  the 
central  government. 

Generally  speaking,  it  is  expedient  to  select  for  taxation 
commotlities  of  which  the  consumption  is  not  likely  to  be 
restricted  to  any  great  extent,  through  the  desire  to  avoid 
jxiymeut  of  tlio  tax,  as  all  sucli  restriction  increases  the  excess 
of  the  loss  to  the  public  caused  by  the  tax,  over  and  above  the 
gain  to  the  treasurj' ;  since  the  persons  who  are  driven  to 
consume  commodities  which  they  do  not  like  so  well  suffer  a 
manliest  loss  of  utility.  But  some  restriction  is  inevitable: 
hence  there  is  a  strong  reason  for  fixing  taxation  on  commodities 
which  are  liable  to  be  largely  consumed  in  excess  of  what  is 
salutary :  since  so  far  as  such  excess  is  prevented  by  the  tax, 
the.  restriction  of  consumption  is  positively  beneficial  to  tjie 
communitj'.  And  though  legislative  interference  with  the  sole 
object  of  limiting  the  consumption  of  dangerous  commodities  is 
emphatically  condemned  by  advocates  of  natural  liberty,  they 
have  not,  for  the  most  part,  pushed  their  antagonism  so  far  as 
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to  maintain  that  the  selection  of  taxes  ought  not  to  be  partly 
iiiflueuced  by  tliis  cousideration.  On  the  other  hand,  the 
burden  of  such  taxes — as  those  on  alcoholic  lii^uors  and  tobacco 
— is  liable  to  a  special  inequality;  since  many  persona  shun 
these  dangerous  commodities  altogether,  wliile  among  those 
who  consume  them  the  standard  of  strict  moderation  is  vague 
and  variable,  and  there  are  many  degrees  of  excess  possible*. 
It  is  desirable  to  prevent  this  inequality  fioin  being  very 
m!\rkcd : — thus^  if  it  were  necessary  to  increase  taxation  iu 
England,  there  would  be  a  positive  advantage,  from  a  dis- 
tributional point  of  view,  in  reimposing  the  duty  on  sugar 
abolished  in  1874.  But  imperfect  equalization  is  a  drawback 
inseparable  from  the  special  advantage  of  taxation  on  non- 
necessary  commodities — viz.  thai  the  needy  tax-payer  can  av^jid 
it :  and  what  is  most  important  socially_aJid_poiiUcally_iii 
d  is tribuling^  taxation  is  to  avoid  marked  over-taxation  or  under- 
taxation  of  different  grades  of  income. 

§  8.  So  far  we  have  implicitly  assumed  tliat  taxes  on  com- 
modities can  be  so  imposed  as  to  full  entirely  on  those  who 
consume  them ;  and  similarly  that  an  income  or  property  tax 
will  be  borne  by  tho  persons  on  whose  income  or  property  it  is 
laid.  We  have  now  to  notice  a  new  element  of  imperfection 
and  uncertainty  in  the  equalization  of  taxation,  due  to  the  fact 
that  wc  can  only  partially  succeed  in  making  the  burden  either 
of 'direct*  or 'indirect'  taxes  fall  where  wc  desire;  the  burden 
is  liable  to  be  transferred  to  other  persons  when  it  is  intended 
to  rematu  where  it  is  first  imposed ;  and,  on  the  other  hand, 
wht-n  it  ifi  intended  to  be  transferred  the  process  of  transference 
is  liable  to  be  tardy  and  incomplete*.  Indeed  this  process  is 
often  so  complicated  and  obscure  that  it  is  a  pruLlem  of  consider- 
able intricacy  and  difficulty  to  ascertain  where  the  burden  of  a 


*  I  agree  with  Mr  Dudley  Baxter  (Taxation  of  the  United  Kingdom,  ch.  xxi.), 
(hat  in  eBlLmating  tbc  hurdeD  of  iascts  on  alcuholic  liquors  the  extra  contribution 
levied  from  the  druukard  should  be  regarded  as  a  fine  rather  than  a  tax:  but  I 
think  fairnepa  requires  the  definition  of  excess  to  be  an  indulgent  one,  since  there 
ai«  many  other  branches  of  loxurioua  consumption  in  which  the  limit  of  strict  j 
moderation  is  often  exceeded. 

'  The  common  clastiification  of  taxes  as  Direct  and  Indirect  appears  to  me  i 
liable  to  mislead  the  student,  hj  ignoring  the  complexity  and  diiliculty  of  the  l\ 
problem  of  determining  the  incidence  of  taxation. 
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tax  actually  rests :  and  it  is  not  even  a  simple  matter  to 
state  accurately  the  general  principle  for  determining  the 
incidence  of  a  tax,  supposing  all  the  facts  to  be  known.  Thus 
(e.g.)  Mill  appears  to  assume  as  a  general  principle  (Bk.  v.  eh.  iiL 
§  3)  that  a  tax  must  be  "  considered  as  paid  "  by  "  those  who 
"  would  be  benefited  if  it  were  taken  otf."  But  it  is  easy  to 
shew  that,  in  some  cases,  the  whole  benefit  of  remission  would 
be  reaped  by  persons  who  have  not  borne  any  part  of  the 
bmxlen  of  the  tax':  it  is  not  the  extra  income  that  a  man  would 
gain  if  the  tax  were  taken  off  which  gives  the  true  measure  of 
the  burden  it  imposes  on  him,  but  rather  the  extra  income  that 
he  would  now  be  enjoying  if  it  had  never  been  laid  on.  But 
to  get  even  an  approximate  .estimate  of  this  hypothetically 
determined  burden  maj'  require  a  very  careful  consideration  of 
complex  consequences;  and  the  result  must  often  be  at  the 
best  but  partially  satisfactory.  I  will  illustrate  by  taking  the 
most  important  cases ;  observing  that  whenever  a  tax  is  trans- 
ferred— at  once  or  gradually,  in  whole  or  in  part — the  benefit  of 
its  remission  tends  to  be  correspondingly  transferred. 

To  begin  with  the  simplest  case. 

I,  A  special  tax  on  a  class  of  persons,  distinguished  by 
characteristics  either  irremovable  or  of  no  economic  importance 
tends  to  be  wholly  borae  by  the  persons  who  pay  it.  This  would 
be  the  case  (e.g.)  with  a  tax  on  Jews  or  Papists;  for  even  if  some 
of  the  Jews  left  the  country  in  consequence,  or  some  of  the 
Papists  became  Protestants,  the  exchange  value  of  the  services 
of  the  remainder  would  not  thereby  be  materially  increased. 

II.  Taxes  of  the  above  kind  are  opposed  to  modern  senti- 
ments of  equity.  A  nearly  similar  inevitability,  however, 
attaches  to  a  general  tax  on  incomes,  simply  proportioned  to 
their  amounts,  so  long  as  it  is  not  heavy  enough  to  induce  any 
particular  class  of  the  persons  on  whom  it  is  imposed  to  diminish 
materially  the  relative  supply  of  their  labour;  either  voluntarily, 

*  ThiH,  indeed,  sccrns  to  be  MiU'a  view  La  another  patiaage  (Dk.  v,  cb.  u.  §  6) 
in  wliich  he  nflimiB  that  "there  is  not  the  smallest  pretence  for  looking  on"  the 
existing  land-tax  in  England  "as  a  paytDcnt  exacted  from  the  exiHtiug  race  of 
"landlords:"  though  it  must  be  evid«at  that  it  is  the  existing  raoe  of  landlorda 
who  woold  benefit  by  its  remission. 
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.through  emigration  or  abstinence  from  matrimony,  or  involun- 
tarily in  consequence  of  the  resources  of  their  families  being 
reduced  below  the  minimum  required  to  support  life.  But  if  any 
considerable  diminution  in  the  relative  numbers  of  any  class 
takes  place  through  these  causes,  it  will  tend  to  raise  the  market 
value  of  their  labour  to  some  extent,  and  to  that  extent  to 
transfer  the  burden  of  the  tax  to  other  members  of  the  com- 
munity ;  but  obviously  with  very  diti'erent  degrees  of  vapidity, 
according  as  the  effect  is  produced  (1)  by  emigration,  or  (2)  by 
abstinence  from  matrimony  or  inability  to  rear  children.  Similar 
couse(|ueuce3  may  of  course  follow  from  any  taxation  that  falls 
apecially  on  the  poorer  classes  of  labourers ;  hence  there  ia  an 
element  of  truth  in  the  old  doctrine  that  "  taxes  on  wages 
"tend  to  fall  on  profits',"  if  applied  to  the  wages  of  unskilled 
hibour,  supposed  to  be  already  at  the  minimum  required  to 
"enable  the  labourers,  one  with  another,  to  subsist  and  per- 
"petuate  their  race."  And  some  effect  of  this  kiud  might  no 
doubt  be  produced  even  by  taxes  proportional  (as  above  proposed) 
to  non-necessary  expenditure:  but,  unless  such  taxes  were 
extremely  heavy,  it  would  generally  be  of  so  iiulefinite  and 
remote  a  kind  as  not  to  be  practically  worth  estimating. 

III.  A  tax  annually  levied  on  the  owners  of  any  particular 
kind  of  durable  wealth,  of  which  the  supply  is  absolutely  limited, 
is  in  effect  more  iutrausferable  than  it  is  iotcnded  to  be ;  since 
it  will  remain  onerous  to  the  persons  on  whom  it  was  originally 
imposed  even  after  they  have  sold  the  article  taxed.  For  instance 
if  Raphael's  pictures  were  thus  taxed,  the  amount  of  the  tax 
capitalised  would  tend  to  be  subtracted  from  their  price,  so  that, 
after  a  siugle  transfer  by  sale,  the  tax  would  not  be  really 
onerous  to  the  person  who  actually  paid  it.  A  similar  effect 
will  be  produced  by  a  special*  tax  on  laud  of  Hxed  amount,  not 


^ 
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'  Though  Jo  fact  the  burden  thus  transferred  would  be  diviiltid  amoiiK  (1)  the 
employers  of  the  labour  grown  dearer,  (2)  tbo  consumers  of  its  Qltitnote  products, 
(.S)  laboorers  ia  other  grades,  and  (I)  owners  of  capital  in  proportions  which 
will  vary  very  much  according  to  circumstances ;  and  which,  I  may  add,  woald 
be  very  dillicult  to  ascertain  with  even  approximate  accuracy  iu  any  concrete 
case,  owing  to  the  intermingled  effects  of  other  caoscs. 

*  The  effect  of  a  tax  on  land  which  ia  merely  one  form  of  a  more  general  tax 
on  property  or  income  will  be  quite  different,  since  in  this  latter  case  the  selling 
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increasing  with  its  value  or  rent :  so  far  as  land  has  changed 
hands  by  sale  since  its  imposition,  the  burden  of  the  tax  will  be 
no  longer  borne  by  the  actual  landowner ;  and  therefore  even  if 
the  tax  was  originally  unjust,  the  actual  landowner  will  in  such 
case  have  no  claim  to  its  remission.  Hence  where  such  a  tax  is 
of  old  date,  so  that  a  considerable  amount  of  land  has  chang^ed 
hands  by  sale, — and  all  by  inheritance*, — since  its  original 
imposition,  it  seems  best  not  to  regard  it  as  really  a  tax  at  all, 
but  as  a  share  of  the  rent  of  land  reserved  to  the  community ; 
just  as  if  it  had  been  a  payment  imposed  when  the  land  was 
allowed  to  pass  into  private  ownership. 

IV.  When,  however,  a  special  tax  is  imposed  on  land, 
^  varying  in  proportion  to  its  value,  the  case  is  diflferent,  and 
the  incidence  of  the  tax  more  complicated  {  and  it  may  be 
of  some  practical  interest  to  examine  it  in  detail,  on  account 
of  the  special  burdens  laid  on  land  and  houses — which  may  be 
regarded  as  a  particular  form  of  utility  added  to  land — in  our 
system  of  local  taxation.  At  any  given  time  there  is  a  certain 
amount  of  outlay  of  various  kinds  for  the  purpose  of  increasing 
the  utility  of  land,  which  would,  apart  from  the  tax,  be  re- 
munerative ;  but  a  portion  of  which  will  be  unprofitable,  if  the 
tax  be  imposed,  unless  the  price  of  the  produce  of  land  rises. 
Hence  the  imposition  of  the  tax  will  tend  to  prevent  this 
portion  of  the  outlay  from  being  made,  and  so  to  restrict 
the  supply  of  the  utilities  that  it  would  have  produced,  and 
consequently — sooner  or  later — to  raise  their  price  to  an  extent 
varying  according  to  the  conditions  of  supply  and  demand  for 
the  produce  in  question.  If  (e.g.)  the  producers  are  closely 
pressed  by  foreign  competition,  the  rise  may  be  very  slight ; — 
thus  (e.g.)  an  increase  in  local  rates  in  England,  sufficient  to  be 
a  serious  discouragement  to  the  improvement  of  agricultural 
land,  would  still  have  comparatively  little  eflfect  in  raising  the 
price  of  com.  But  to  whatever  extent  the  price  rises  from  this 
cause*,  the   burden  of  the  tax   will  ultimately  rest  on  the 

price  of  the  land  will  not  tend  to  be  lovered,  08  its  porohaser  will  have  to  pay  no 
more  taxes  in  consequence. 

^  See  §  11  for  a  discussion  of  the  peculiar  economic  characteristics  of  taxes 
on  inheritance. 

*  Here  again,  it  will  generally  be  very  difficult  to  ascertain  in  a  concrete 
'  case,  how  far  any  rise  in  price  has  actually  been  due  to  this  cause. 
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consumer  or  purchaser  of  the  utilities  furnished  by  the  land ; 
i.e.  to  the  occupier  (who  may,  of  course,  be  actually  the  owner) 
of  land  used  for  enjoyment  (parks,  gardens,  &a),  or  to  tho 
purchaser  of  the  produce  of  agricultural  land, — who,  however, 
if  he  be  a  purchaser  not  for  consumption  but  for  sale  or  pro- 
duction, will,  under  ordinary  conditions,  hand  on  the  whole  or 
part  of  the  burden  still  further,  till  it  reaches  what  we  may 
call  the  ultimate  consumer. 

The  initial  operation,  however,  of  such  a  tax  may  be  some-  ^' 
what  further  complicated  by  its  effects  on  the  business  of 
producing  the  increased  utility  of  the  land.  To  illustrate  this 
complication,  we  may  take  the  specially  important  case  of  land 
used  for  building.  Suppose  that  a  new  tax  proportional  to  ^^. 
value — not  balanced  by  corresponding  taxes  on  other  sources  of 
income — is  laid  on  owners  of  land  generally,  including  owners 
of  land  with  buildings  on  it  (the  value  of  the  buildings  also 
being  reckoned);  and  suppose  for  simplicity  that  the  tax  is 
annual  and  rent  is  competitively  determined  afresh  from  year 
to  year.  Then,  as  the  imposition  of  the  tax  cannot  at  once 
affect  the  supply  of  houses  or  the  demand  for  them,  the  whole  ^-  ' 
tax  will  at  first  tend  to  be  paid  by  the  owner ;  so  that  the 
building  of  houses  will  become  less  remunerative,  and  will 
consequently  be  reduced  in  extent.  The  resulting  limitation  of 
supply — as  houses  cannot  profitably  be  imported — will  tend  to 
raise  their  price  and  rent  sufficiently  to  make  building  re- 
munerative ;  that  is,  if  the  cost  of  building  were  unaltered  the 
rent  would  tend  to  be  increased  by  the  amount  of  the  proportion 
of  the  tax  that  falls  on  the  rent  of  the  building  as  distinct 
from  the  ground.  But  in  fact,  if  the  tax  be  a  heavy  one, 
the  rise  will  tend  to  be  temporarily  somewhat  less  than  this ; 
since  the  cost  of  building  will  undergo  some  reduction  in 
consequence  of  the  check  given  to  the  building  industry  by  the 
tax,  which  will  tend  to  diminish  for  a  time  the  returns  to  tho 
labour  and  capital  employed  in  this  industry.  Ultimately, 
however,  the  whole  portion  of  the  tax  that  is  paid  for  the  value  ^ 
of  the  house  itself,  will  tend  to  fall — in  the  case  of  private  dwell- 
ing houses' — on  the  consumer  or  occupier.     The  portion,  how- 

1  So  &r  as  the  tax  falls  on  boildings  used  as  prodacen'  capital,  it  will  have 
a  certain  tendency  to  be  transferted  throogh  indostrial  oompetition :  bat  th« 
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ever,  that  falls  on  tbe  ground-rent  will  continue  to  be  borne  by 
the  owner  uf  the  ground  (supposing,  as  above  explained,  that  he 
has  not  sold  it)  unless  the  tax  lias  caused  a  rise  in  agricultural 
produce  and  the  laud  is  so  situated  that  it  could  be  as  re- 
muneratively employed  for  agricultural  purposes  as  for  building. 
Nay  further,  if  the  tax  he  not  uniform  but  higher  in  some 
districts  than  in  others,  the  whole  excess — and  not  naerely  the 
proportion  of  the  excess  that  falls  on  the  ground-rent, — will  tend 
to  remain  ou  the  owner;  at  least  so  long  as  the  fall  does  not 
render  the  land  more  profitable  for  other  purposes  than  it  is 
for  building. 

So  far  I  have  supposed  the  tax  to  be  formally  paid  by  the* 
owner.     If,  however,  it   be  laid   in  the  first  iustance  on  the 
occupier,  the  effect  will  be  substantially  the  same  as  soon  as  the 
rent  comes  to  be  determined  afresh,  after  the  imposition  of 
tax. 

§  9.  V,  In  short,  a  tax  on  land  and  buildings  proportions 
to  their  value  has  partly  the  efl'ect  of  a  tax  on  the  product  of 
certain  industries :  partly,  again,  so  far  as  the  land  or  buildings 
taxed  are  'producers'  wealth,'  it  has  the  effect  of  a  tax  on  the 
instruments  of  certain  industries,  "jTo  whatever  extent  it 
operates  in  either  way,  it  comes  within  the  large  class  of  what 
■we  may  call  Taxes  on  Production  ;  which  occupies  the  meet 
important  place  in  modern  systems  of  taxation.  This  class 
includes,  bjsidos  (1)  the  important  taxes  before  referred  to  on 
the  manufacture  and  sale  of  material  products,  also  (2)  taxes 
on  conveyance,  {^^)  payments  (fees,  licenses,  &c.),  for  leave  to 
practise  certain  trades  and  professions,  and  (4)  a  great  part  of 
the  taxes  (by  means  of  stamps)  on  the  transfer  of  property — 
80  far  as  these,  falling  with  more  weight  on  traders,  may 
be  regarded  as  largely  taxes  ou  trade.  Such  taxes  on  special 
lucrative  callings  are  generally  intended  to  fall,  not  on  the  persons 
who  exercise  them,  but  on  the  ultimate  consumers  of  the 
commodities  that  the  former  furnish,  or  assist  in  furnishing; 
and  it  is  obvious  that  industrial  competition  will  tend  to  cause 
this  transfer  of  the  burden,  so  far  as  it  tends  to  equalize  remu- 

incidence  of  the  tax  supposed  will  be  bo  general  tliat  the  extent  and  inaniicr  of 
its  possible  transfer  is  verj-  diiEeult  to  determine — esx^edallj  since  prodnccrs  wlio 
use  land  will  be  more  heavily  taxed. 
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nemtions.  Still  the  transfer  ought  not  to  bo  a<«iimei],  in 
estimating  the  incidence  of  t«xes,  without  important  i|ualifica- 
tions.  We  may  indeed  take  It  as  broadly  true,  in  most  cases, 
that  the  burden  of  a  long-establvihed  tax  on  prfxluction  does  not 
rust  on  the  class  of  persona  who  actually  pay  it ; — tlioiiyh  even 
here  it  must  be  borne  in  mind  that,  owing  to  the  limited  know- 
ledge that  producers  have  of  each  other's  remunerations, 
inilnstrial  competition,  however  open  and  active,  cannot  tend 
to  bring  about  any  exact  e<[ualization  of  earnings;  it  can  but 
operate  roughly  to  prevent  large  and  palpable  differences. 
But  it  is  only  under  .'special  circumstances  that  a  new  tax  on 
production  can  be  completely  and  at  once  transferred  to  the 
consumer.  For,  firstly,  whenever  the  rise  in  price  required  to 
effect  the  transfer  involves  a  material  reduction  in  the  sale  of 
the  commodity  taxed,  some  initial  loss  to  producers  must  result; 
which  will  be  greater,  ceteris  paribus,  in  proportion  to  the 
extent  of  the  reduction.  Wc  have  thus  an  additional  reason  for 
selecting,  in  the  imposition  of  fresh  taxes,  commodities  for  which 
substitutes  cannot  easily  be  found  and  with  which  consumers 
will  not  willingly  dispense,  in  ortler  that  the  incidental  loss  to 
producers  may  be  as  small  as  pos.sib]e.  Again,  the  extent  of 
loss  to  producers  caused  by  a  re<luetion  in  the  demand  for  their 
commodities  varies  vary  much  according  to  the  degree  of 
mobility  of  their  capital : — thus  it  is  u.sual]y  less  for  traders 
than  for  manufacturers  and  agriculturists;  which  is  a  reason. 
from  n  strictly  national  point  of  view,  for  taxing  imports,  ceterw 
jfarilnis,  rather  than  the  products  of  native  indu.stry. 

But  Again:  the  tendency  of  industrial  competition  to  transfer 

the  burden  of  taxation  from  producers  to  consumers  will  not 

I  operate  whore  the  former  are  enjoying  extra  profits  to  an  amount 

'  exceeding  that  of  t!ie  tax ;  whether  through  monopoly,  natural  or 

artificial,  or  through  the  possession  of  scarce  natural  resources  or 

•  social  opportunities.     Thus  a  moderate  tax  on  the  produce  of 

famous  vineyards  would  have  no  tendency  to  be  transferred  to 

the  consumer ;  the  owners  of  the  vineyards  would  .still  produce 

as  much  as  they  can  and  get  the  market-price  for  it,  as  they  do 

now,  so  that  the  whole  of  the  tax  wouhl  be  substantially  paid 

out  of  their  incomes.     Where,  however,  a  monopoly  has  been 

constituted  by  means  of  a  grant  of  special  rights  and  privileges 

s.  r.  E.  37 
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granted  by  government,  an  exceptional  payment  by  its  owner 
should  not  be  regarded  as,  in  substance,  strictly  a  tax ;   it  il 
ratlier  a  share  in  the  extra  profits  of  the  monopoly  reserved  io\ 
the  community. 

It  13  to  be  noted  further,  that  in  the  case    of  temporary 
and    partial    monopolies,  protected  only  by  the  difficulties  of 
profitable  competition,  it  must  often  be  very  uncertain  where 
the  burden  of  a  tax  on  the  monopolised  production  really  rests, 
after  a  certain  interval  from  its  original  imposition.     For  the 
tax  tends  to  operate  as  an  additional  obstacle  to  coropetition  %  * 
but  the  force  it  exercises  in  this  direction  can  hardly  ever  be 
known  for  certain.     Thus  the  burden  of  a  tax  imposed  on  the 
receipts  of  a  railway  company,  if  it  were  practically  free  from 
the  restraint  of  actual  or  prospective  competition,  would  fall  on 
the  shareholders ;    for  if  it  were  profitable  for  them  to   raise 
their  faros  after  the  tax  had  been  imposed,  it  would  have  been 
c(jually  profitably  for  them  to  do  this  independently  of  the  tax. 
But  so  far  as  the  tax  tends  to  remove  the  fear  ofcompetition.it 
gives  a  power  of  raising  fai'es  which  jtro  ianto  compensates  for 
its  burden. 

Finally  we  must  observe  that  taxes  on  commodities  when 
laid  in  certain  ways  may  actually  benefit  certain  classes  of  the 
producers  or  sellers  of  such  commodities,  by  giving  them  advan- 
tages in  the  competition  with  other  producers.  Thus  a  tai  on 
the  materials  of  production  or  on  products  in  an  early  stage  of 
manufacture,  or  on  articles  of  trade  some  time  before  they  are 
sold,  has  a  certain  tendency  to  increase  the  advantage  of  large 
capitahsts,  aa  it  causes  more  capital  to  be  retjuircd  for  a  given 
amoimt  of  business.  Hence  the  consumer  may  lose  by  such  a 
tax,  through  a  rise  in  price,  considerably  more  than  is  gainal 
by  the  exchequer;  the  employer  being  able  to  obtain  ample 
wages  of  management,  as  well  as  interest,  for  the  extra  capital 
employed.  Licenses  again,  so  far  as  the  charge  for  them  ia 
fixed  independently  of  the  amount  of  business,  are  similarly 
advantageous  to  large  employers. 

§  10.     Further,  in  a  complete  estimate  of  the  incidence  of] 
a  tax,  we  ought  strictly  to  take  into  account  not  merely  the 
burden  laid  on  producers  or  consumers  of  the  article  taxed,  but 
also  the  loss  to  the  community  through  the  non-production 
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and  noD-consumptioQ  of  the  greater  quantity  and  better  quality 
of  commodities  which  would  have  been  produced  if  the  tax 
had  not  been  imposed.  That  is,  we  have  to  take  into  account 
those  effects  on  production  which  we  began  by  distinguishing 
from  eflFects  (merely)  on  distribution;  so  far  as  the  former 
being  unequally  distributed,  really  affect  distribution  as  well. 
Let  us  now  notice  briefly  the  chief  cases  of  the  productional 
effects. 

Let  us  take  first  the  case  of  taxes  on  the  manufacture 
and  sale  of  commodities.  Such  taxes  cause  an  economic  loss,  / 
uncompensated  by  any  gain  to  the  treasury,  so  far  as  the 
processes  of  production  are  impaired  or  hampered,  or  improve- 
ments in  them  precluded,  by  the  necessity  of  conforming  to 
rules  imposed  to  guard  against  evasion  or  otherwise  for  the 
convenience  of  the  tax-gatherer.  For  instance,  the  production 
of  oil  in  Asia  Minor  is  said  to  be  seriously  deteriorated  by  the 
fact  that  the  olives  after  harvest  have  to  be  kept  untouched 
until  the  tax-collector  has  found  time  to  come  and  ascertain 
their  amount.  A  further  uncompensated  loss  results  so  far  as 
such  taxes  admit  of  being  evaded  by  the  adoption  of  a  less 
economical  mode  of  producing  the  commodity;  or  by  the 
production  of  substitutes  for  the  taxed  product,  satisfying  the 
same  wants  by  inferior  means.  Some  effect  of  this  latter 
kind  is  almost  unavoidable  so  far  as  the  demand  for  the  taxed 
product  is  decreased  by  its  rise  in  price. 

So  far,  again,  as  taxation  of  this  kind  reduces  the  normal 
use  of  materials  or  instruments  of  production,  or  articles  whose 
consumption  conduces  to  the  efRciency  of  productive  labourers, 
for  which  only  imperfect  substitutes  can  be  found  elsewhere, 
a  loss  results  to  production  which  may  go  on  increasing  at 
compouadinteieaL. — 

Similarly,  taxes  on  conveyance,  so  far  as  they  hinder  the 
transfer  of  commodities,  tend  to  prevent  such  improvements 
in  production  as  result  from  the  specialization  of  the  labour 
of  different  places ;  and  also,  so  far  as  they  hinder  the 
transfer  of  labour,  they  tend  to  prevent  its  most  efficient 
employment.  So  again,  the  stamp  duties  on  bills  of  exchange, 
receipts,  drafts,  &c.,  have  a  tendency  to  hamper  the  development 
of  trade;  though  this  effect  seems  inconsiderable,  so  long  as 
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such  duties  are  trifling  in  proportion  to  the  amount   of  thr 
transactions  on  which  they  are  imposed. 

We  have  further  to  notice  that  direct  taxes  on  expenditure,! 
such  as  the  taxes  on  carriages,  horses,  ph\te,  so  far  as  theyj 
reduce   the   consumption   of    these   commodities,   affect    their 
productioa    ultimately — though    not    altogether   at   the   first 
imposition — to  the  same  extent  as  corresponding  taxes  on  the  I 
production  of  these  article3\ 

Oil  the  other  hand,  there  are  certain  taxes  on  commodities 
that  bring  in  more  to  the  national  treasury  than  the  members 
of  the  nation  lose  as  itidividuids.  Thus  we  have  seen  that  the 
imposition  of  import  duties  is,  under  certain  special  conditions, 
an  effective  method  of  increasing  a  nation's  income  at  the 
expense  of  foreigners — though  on  various  grounds  a  dangerous 
method :  and  the  same  is  true  of  export  duties,  whenever  a 
country  has  a  monopoly  of  any  product  keenly  demanded. 
Again  a  tax  imposed  on  things  that  are  partly  esteemed  ns 
signs  of  wealth,  and  therefore  of  social  status,  pro  tanto  increases 
their  utility  in  pnjportion  as  it  increases  their  exchange  value; 
so  that  the  consumers  do  not  lose  what  the  government  gains. 
And,  obviously  taxes  that  reduce  the  consumption  of  commodi- 
ties liable  to  be  abused,  such  as  alcoholic  stimulants,  tend  to 
benefit  consumers  thus  prevented  from  injuring  themselves,  and 
indirectly  to  increase  production  by  diminishing  the  loss  of 
efficiency  caused  by  such  production. 

An  income-tax  is  free  from  the — generally  disadvantageous 
— effects  on  production  of  the  taxes  that  we  have  been  consider- 
ing'. But  it  is  to  be  observed  that  even  au  income-tax — as 
well  as  any  other  tax  that  diminishes  the  available  resources 
of  individuals — is  liable  to  affect  production  generally,  so  far  as 
it  reduces  the  amount  saved  and  converted  into  capital.  And 
this  effect  cannot  be  altogether  prevented — though  it  certainly 
tends  to  be  reduced — by  proportioning  taxation  (as  before  pro- 

'  Hence  a  certain  sliaro  of  tlio  burdea  of  these  taxe«,  at  leant  when  newly 
tmpoBed,  will  under  tnoiit  circumstanooa  be  borne  bj  persons  engaged  in  the 
production  of  the  commodities  taxed  :  no  leBR  than  in  the  case  of  the  'indirect' 
taxes,  discucsed  in  the  preceding  section. 

'  The  pt'culiur  drawbiusks  of  an  income-tax,  arisiiiK  from  the  difficulty  of 
obtaining  an  accurate  estimate  of  the  incomes  of  individuals,  belong  to  a  more 
technical  diflcassiion  of  the  problem  of  taxation  than  I  hare  here  att«mpt«d. 
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posed)  to  superfluous  consumption  rather  than  to  iucome  ;  since 
the  tax-payer  may  still  prefer  to  let  the  rerUiction  fall  ou  his 
saving  rather  than  his  consumption.  On  the  other  hand,  when 
the  proceeds  of  a  tax  taken  mainly  from  what  would  have  been 
lii.\uriously  consumed  by  individuals  are  productively  employed 
by  Government,  it  may  be  rejjardcd  as  a  mode  of  compulsory 
Having,  bj  which  the  capital  of  the  community — though  not  of 
individuals — may  be  materially  increased. 

It  may  be  noticed  further  that,  so  far  as  saving  is  an  affair 
of  habits  a  tax  may  actually  cause  a  diminution  in  capital 
merely  by  tlie  nature  and  circumstances  of  its  iucidence. 
Thus  it  has  been  plausibly  maintained  that  the  taxes  on  in- 
heritance of  property  have  a  special  tendency  to  produce  this 
effect;  because  the  person  inheriting  ordinarily  considers  the 
additional  wealth  thus  acquired  as  an  increase  of  capital,  and 
does  not  spend  any  portion  of  it,  but  only  increases  his  expendi- 
ture by  the  annual  interest  ou  it. 

§  11.  This  leads  us  to  the  more  general  question  of  the 
iucidence  of  ta.xes  on  the  acquisition  of  property  by  bequest  or 
intestate  inheritance ;  which  I  have  reserved  for  separate  con- 
sideration, because  of  the  important  peculiarities  that  they 
present,  when  we  are  considering  the  theoretical  construction  of 
a  system  of  taxation.  According  to  the  criterion  above  laid 
down,  it  is  plain  that  the  pecuniary  loss  caused  by  any  such 
tax  falls  on  the  person  who  inherits,  since  he  would  have  been 
richer  by  the  exact  amount  of  the  tax,  if  that  had  not  been  im- 
posed ;  except  so  far  as  it  is  probable  that  the  person  from 
whom  he  inherits,  being  aware  of  the  tax,  may  have  left  him  a 
larger  property  in  consequence — a  probability  which,  I  imagine, 
is  not  practically  important  in  the  case  of  most  of  the  property 
obtained  by  inheritance. 

Nevertheless,  .the  considerations  that  ordinarily  would  lead 
us  to  limit  carefully  the  burden  of  taxation  falling  on  any 
individual  or  class  do  not,  I  conceive,  apply  iu  the  case  of 
persons  taxed  as  inheritors.  For  Government,  by  taking  a 
portion  of  what  would  otherwise  have  come  to  a  man  by  in- 
heritance, in  no  way  diminishes  the  motives  that  pronjpt  him 
to  produce  and  accumulate  wealth — if  anything,  it  tends  to 
increase  these  motives ;  nor  does  it  necessarily  cause  even  any 
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disappoiotment  of  expectations,  except  when  the  tax  is  first 
imposed.  On  the  other  hand  we  ought  undoubtedly  to  take 
into  account  the  diminution  in  inducements  to  industry  and 

V  care  which  a  heavy  tax  on  inheritances  may  cause,  in  the 

view  of  persons  who  look  foi-ward  to  leaving  them.  This 
bad  effect,  however,  of  such  taxes  is  not  likely  to  be  at  all 
equal  in  proportion  to  the  similar  effect  that  would  be  pro- 
duced by  extra  taxes  on  income ;  in  fact  the  limits  of  taxation 
on  inheritances  will  be  practically  determined  for  the  financier 
rather  by  the  danger  of  evasion  through  donationes  inter  vivos, 
than  by  the  danger  of  checking  industry  and  thrift :  and  either 
danger  will  generally  be  much  less  where  there  are  no  children 
or  other  direct  descendants  to  inherit.  Hence  it  seems  ex- 
pedient, in  the  case  of  these  taxes,  to  give  up  the  ordinary  aim 
at  equality  of  incidence  so  far  as  to  place  a  much  heavier  tax 

/^  on  wealth  inherited  by  persons  not  in  the  direct  line  of  descent 

from  the  previous  owners.  But  if  this  course  be  adopted,  it 
becomes  theoretically  almost  impossible  to  include  these  taxes 
in  an  adjustment  of  general  taxation  on  the  principles  of  dis- 
tribution before  proposed:  and  it  seems  to  me  not  only  con- 
'  venient  but  equitable  to  treat  these  taxes  as  a  special  burden 
on  the  class  of  persons  owning  capital  in  considerable  amounts — 
inheritances  below  a  certain  value  being  exempted'.  For,  as 
was  before  said,  the  proportionment  of  taxation  to  non-necessary 
expenditure  seems  certainly  to  make  the  burden  of  sacrifice 
imposed  on  the  poor  heavier  than  that  of  the  rich,  though  the 
excess  does  not  admit  of  being  definitely  estimated ;  and  it 
seems  equitable  to  balance  this  excess  roughly  by  the  special 
burden  that  taxes  on  inheritance  will  lay  on  the  ricL 

1  This  exemption  ib  expedient  on  other  grounds  besides  that  which  I  proceed 
to  urge :  viz.  in  order  to  encourage  thrift  among  the  poor,  and  on  aocoant  of 
the  greater  proportional  cost  of  collecting  the  tax  on  small  inheritances. 


CHAPTER  IX. 

POLITICAL  ECONOMY  AND  PRIVATE  MORALITV. 

§  1.  We  had  occasiou  to  notice  in  the  last  chapter  but  one, 
that  in  considering  some  important  departments  of  governmental 
interference  it  is  practically  necessary  to  take  account  of  the 
unconstrained  action  of  private  persons  for  public  objects.  "We 
cannot  determine  what  Government  ought  to  do  without  con- 
sidering what  private  persons  may  be  expected  to  do ;  and  what 
they  may  be  expected  to  do  will,  to  some  extent  at  least, 
depend  on  what  it  is  thought  to  be  their  duty  to  do.  And, 
more  generally,  it  was  before  observed  that  in  the  performance 
even  of  the  ordinary  industrial  functions  with  which  economic 
science  is  primarily  concerned  men  are  not  merely  influenced  by 
the  motive  of  self-interest,  as  economists  have  sometimes  assumed, 
but  also  extensively  by  moral  considerations.  Hence  it  would 
seem  that  an  Art  of  Political  Economy  is  incomplete  without 
some  consideration  of  the  principles  that  ought  to  govern  private 
conduct  in  economic  matters.  But  for  a  complete  treatment  of 
this  subject,  it  would  seem  needful  to  begin  by  establishing 
systematically  certain  principles  of  morality,  and  then  consider- 
ing the  relation  of  these  to  the  principles  of  Political  Economy 
as  expounded  in  the  present  treatise; — a  procedure  which  would 
inevitably  introduce  the  fundamental  and  unsettled  controversies 
of  ethics  to  an  extent  that  would  be  hardly  suitable  in  the 
concluding  chapter  of  a  work  on  Political  Ek»nomy.  I  therefore 
propose  in  this  concluding  chapter  to  confine  myself  to  a  brief 
reflective  survey  of  the  manner  in  which  the  morality  of  common 
sense  has  actually  been  modified  by  economic  considerations,  only 


POLITICAL  ECONOMT  [Book  HI. 

trying  lierc  aud  there  to  introduce  somewhat  more  clearness  and 
precLsion  than  appears  to  be  fouud  in  ordinary  thought. 

It  is  generally  recognised  that  the  currout  economic  doc-  if 
trines,  and  the  prevalent  habits  of  thouglit   connected  with  /' 
tliein,  have  had  an  important  effect  in  modifying  that  part  of* 
current  morality  which  is  concerned  with  the  getting  aud  dis-j 
posing  of  wealth — otherwise  than  by  merely  enlightening  and 
rationalizing  the  pursuit  of  private  pecuniary  interest ;  which, 
indeed,  English  Political  Eeouomy  has  for  the  most  part  rather 
assumed   to  be    enlightened  than   sought  to  improve  by  in- 
struction.    The  department  of  duty  in  which  this  inBuence  has 
been  chiefly  noticed  is  that  of  liberality  or  charity.     By  many 
persons  "  hardhearted   Political   Economy "  has   been  vaguely 
believed  to  dry  up  the  sources  of  almsgiving;    and  it  is  un- 
doubtedly true  that  almsgiving   under   certain    conditions  is 
shewn  to  be  opposed  to  the  true  interests  of  the  community  by 
economic  arguments  fundamentally  similar  to  a  portion  of  those 
ou  which  the  inexpediency  of  legally  enforced  commuuLsm  is 
usually  rested     But  we  have  also  had  occasion  to  observe  that 
economic  considerations  have  had  an  important  share  in  defining'  | 
the  current  conceptions  of  the  more  stringent  duties  of  Justice  J 
and  Equity:    and  it  will  be  in  accordance  with  the  receivetl 
order  of  ethical  discussion  to  begin  by  consideriog  these  more 
comprehensively  than  we  have  yet  done. 

To  begin  with  an  uncontroversial  definitioa  of  Justice — we 
may  perhaps  say  that  "just"  claims  to  wealth  or  services  are 
claims  precise  in  their  nature,  for  the  non-fulfilment  of  which  a 
man  is  liable  to  strong  censure,  if  not  to  legal  interference  ;  in- 
deed we  should  agree  that  such  claims  ought  to  be  capable  of 
legal  euforcement,  if  the  benefits  of  this  were  not  in  some  cases 
outweighed  by  the  incidental  difficulties  and  drawbacks  of 
judicial  investigation  and  governmental  coercion — as  is  (e.ff.)  i 
largely  the  case  with  the  mutual  claims  of  members  of  a  family. 
Ho  far  as  we  distinguish  from  strictly  just  claims  those  that  we 
should  rather  call  "  fair"  or  "  equitable,"  the  latter  would  seem 
to  be  loss  definite  but  yet  claims  for  tlic  fulfilment  of  which 
gmtitutle  is  not  to  be  expected,  while  their  nou-fulfilmeut  is 
Illumed. 

BiHh  kinds  of  ckiims  without  distiuctiou  muv  be  convcuieutlv 
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classified  according  to  tlicir  sources  as  fallows:  besides  (1)  claims 
determiued  by  law  iudopendeutly  of  contract,  with  which  we 
need  not  here  concern  ourselves,  the  most  important  class  is  (2) 
that  of  claims  arising  out  of  coutract,  express  or  tacit — the 
notion  of  "  tacit  contract "  being  extended  to  cover  all  uonaal 
expectations  which  a,  man  knows  (or  ought  to  know)  will  be 
produced  by  his  conduct  in  the  minds  of  others.  Such  expecta- 
tions are  of  course  largely  determined  by  custom:  while  in  (3)  a 
certain  class  of  cases  custom  practically  restricts  froedom  of 
contract — as  in  the  case  of  fees  to  a  physician,  i^urther,  there 
are  (4)  claims  arising  out  of  previous  services  rendered  under 
circumstances  under  which  contract  would  have  been  impossible 
or  inexpedient;  such  as  the  claims  of  parents  on  children:  and 
(5)  claims  to  reparation  for  harm  inflicted;  along  with  which 
we  may  class  claims  to  the  prevention  of  harm,  where  A  has 
done  an  act  which  would  injure  B  if  no  provision  were  made 
against  its  harmful  consequences.  Under  this  last  head  would 
come  the  claims  of  children  on  parents  for  sustenance  and 
nurture  during  infancy. 

The  influence  of  Political  Economy  is,  I  conceive,  chiefly 
noticeable  as  regards  the  second  aud  third  of  these  classes.  In 
the  first  place  the  '  orthodox '  ideal  of  free  exchange  is  neces- 
sarily antagonistic  to  the  sway  of  custom  as  such — except  so  far 
as  a  customary  determination  of  the  price  of  services,  modifiable 
from  time  to  time  by  changes  in  supply  and  demand,  is  eco- 
nomically advantageous  by  saving  time  and  trouble.  But,  as 
I  have  already  observed,  in  a  modem  industrial  community 
custom  can  hardly  be  regarded  as  an  eflfective  economic  force, 
except  so  far  as  it  blends  with  tacit  combination — or,  I  should 
perhaps  say,  tends  to  turn  into  combination  when  resisted. 
If  A  pays  B  for  certain  services  a  customary  price  which  he 
believes  to  be  above  the  competition  price,  it  is  generally  under 
the  condition  of  both  being  aware  that  the  majority  of  B'a 
fellow-labonrers  would  if  necessary  combine  with  him  in  re- 
fusing to  accept  a  lower  price.  How  far  Political  Economy, 
considered  as  a  doctrine  of  what  ought  to  be,  approves  of  com- 
binations to  raise  prices,  when  prompted  by  self-interest,  I 
will  presently  consider;  meanwhile  there  seems  no  doubt  that 
the  influence  of  economic  discussion  has  tended  to  invalidate  all 
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<|uasi-inoral  obligatious  founded  on  customs  pure  and  simple, 
substituting  for  customary  terms  of  exchange  conditions  deter- 
mined by  definite  agreements  freely  entered  into. 

The  duty  of  observing  such  engagements  was  so  clearly 
recognised  in  pre-economic  morality  that  it  can  hardly  be  said 
to  have  been  made  any  clearer  through  the  teachings  of  econo- 
mists, though  no  doubt  these  have  dwelt  with  strong  emphasis 
on  the  fundamental  importance  of  this  department  of  morality 
in  a  modern  industrial  community.  It  is  rather  in  the  de- 
termination of  certain  doubtful  points  that  arise  when  we  try  to 
define  exactly  the  conditions  under  which  an  agreement  is  to 
be  regarded  as  really  embodying  the  free  choice  of  both  con- 
tracting parties,  that  the  influence  of  political  economy  appears 
to  be  traceable.  It  is  admitted  that,  generally  speaking,  any 
'really  free'  exchange  of  commodities  which  the  exchangers 
have  a  right  to  dispose  of  is  legitimate  and  should  be  held  valid, 
and  that  'real  freedom'  excludes  (1)  fraud  and  (2)  undue 
influence:  but  how  are  we  to  define  these  latter  terms?  Is  A 
justified  iu  taking  any  advantage  that  the  law  allows  him 
(1)  of  the  ignorance  and  (2)  of  the  distress  of  B^supposing 
that  A  is  not  himself  the  cause  either  of  the  ignorance  or  of  the 
distress?  If  not,  to  what  extent  is  he  justified  in  taking  such 
advantage  ?  In  the  answers  that  thoughtful  persons  would 
give  to  these  questions  we  may.  I  think,  trace  the  influence 
of  economic  considerations,  limiting  the  play  of  the  natural 
or  moral  sentiments  of  sincerity  and  sympathy. 

To  begin  with  the  case  of  ignorance ;  we  should  not  blamd 
A  for  having,  in  a  negotiation  with  a  stranger'  B,  taken  ad-  ^ 
vantage  of  B's  ignorance  of  facts  known  to  himself,  provided 
that  A's  superior  knowledge  had  been  obtained  by  a  legitimate 
use  of  diligence  and  foresight,  which  B  might  have  used  with 
equal  success.  We  should  praise  A  for  magnanimity  if  he  for- 
bore such  advantage :  but  we  should  not  blame  him  for  taking 
it,  even  if  the  bargain  that  B  was  thus  led  to  make  were  posi- 
tively injurious  to  the  latter,  supposing  that  the  injury  wouW- 
otherwise  have  fallen  on  A,  so  that  there  is  only  a  transfer  and 
not  an  increase  of  damage.     For  instance,  we  should  not  blame 

'  I  say  "a  stranger,"  bccauiie  oven  a  slight  deforce  of  fricudiiiiip  between  the 
patties  would  render  such  b  bargain  a  betrayal  of  implied  oon<idenoe. 
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a  man  for  selling  in  open  market  the  shares  of  a  bank  that  he 
believed  was  guing  to  break,  if  his  belief  was  founded,  not  on 
information  privately  obtained  from  one  of  the  partners,  but  on 
his  own  observations  of  the  bank's  public  acts  or  on  the  judg- 
ment of  other  experienced  outsiders.  Again  if  a  man  has 
discovered  by  a  legitimate  use  of  geological  knowledge  and  skill, 
that  there  is  probably  a  valuable  mine  on  a  piece  of  land  owned 
by  a  stranger,  reasonable  persons  wmdd  not  blame  him  for 
keeping  the  discovery  secret  until  he  had  bought  the  land  at 
its  market  value.  And  what  prevents  us  from  censuring  in  thil^^ 
and  similar  cases  is,  I  conceive,  a  more  or  less  consciou^^ 
apprehension  of  the  iudeBnite  lo.s3  to  the  wealth  of  the  com- 
munity that  is  likely  to  result  from  any  effective  social  restric- 
tions on  the  free  pursuit  and  exercise  of  knowledge  of  this  kind. 
Such  use  of  sjiecial  and  concealed  knowledge  is  only  censured  by 
thoughtful  men,  either  (1)  when  it  ia  for  some  particular  reason 
against  the  public  interest — as  (e.g.)  if  members  of  a  cabinet 
were  to  turn  their  foresight  of  political  events  to  account  on  the 
Stock  Elxchange — ;  or  (2)  when  the  person  using  it  has  obtained 
it  in  some  way  iiaving  a  taint  of  illegitimacy — as  by  betrayal 
of  confidence,  intrusion  into  privacy,  &c. — ;  or  (3)  wheu  the 
person  of  whom  advantage  is  taken  is  thought  to  have  some 
claim  on  the  other  beyond  that  of  an  ordinary  stranger, 

§  2.  Let  us  now  consider  the  ijuestton  that  arises  when  we 
try  to  define  the  moral  coercion  or  undue  pressure  that  renders 
a  contract  unfair;  viz,  How  far  A  may  legitimately  take  advan- 
tage of  the  urgent  need  of  B  to  raise  the  price  of  a  commodity 
sold  to  the  latter,  supposing  that  he  is  in  no  way  responsible  for 
this  urgent  need  ?  The  question  is  one,  I  think,  of  considerable 
practical  perplexity  to  ordinary  minds;  and  it  requires  some 
care  in  distinction  and  analysis  of  cases  to  give  even  a  tolerably 
satisfactory  answer  to  it.  In  the  first  place,  where  B  is  under 
the  pressure  of  exceptional  and  sudden  emergency,  in  which  A 
hag  a  special  opportunity  of  rendering  assistance,  while  the  need 
is  so  urgent  that  there  is  no  room  for  competition  to  operate,  it 
seems  certain  that  A  would  be  generally  blamed  for  exacting 
for  his  service  the  full  price  which  it  is  B's  interest  to  pay:  and 
this  would  not  only  be  true  in  cases  of  danger  to  life  or  health, 
where  humanity  seems  moie  obviously  to  dictate  unbargainod 
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assistaoce,  but  even  where  it  is  a  mere  question  of  saving  pro-j 
perty.    For   instance  we  should  cousider  it  extortionate  in  a 
boatman,  who  happened  to  be  the  only  man  able  to  save  valu- 
able works  of  art  from  being  lost  in  a  river,  to  demand  for  hi4 
servicoa  a  reward  manifestly  beyond  their  normal  price  :  that  is,l 
beyond  the  price  which,  under  ordinary  circumstances,  competi- 
tion would  determine  at  that  time  and  place.     Still,  it  is  by  no  i 
means  clear  that  such  extortion  is  "contrary  to  the  principles 
"of  Political  Economy"  as  ordinarily  understood.     Economists 
assume   in   tlieir  scientific  discussions — frequently  with  more 
or  less  iruplied  approval  of  the  conduct  assumed — that  every 
enliglrteiiod  person  will  try  to  sell  hi.s  commodity  in  the  dearest 
market:  aud  the  dearest  market  is,  ceteris  paribus,  wherever 
the   need   for  such   commodity  is  greatest.     If  therefore,  tlie 
need  of  a  single  individual  is  specially  great,  why  should  not 
the   price   demanded   from    him   rise   proportionally  ?     It  ap- 
pears  to  mo   that  it  is  just  at  this   point  that    there   is  a 
palpable  divergence  between  the  mere  abstract   exposition  of^ 
the  results  of  natural  liberty  which  deductive  economic  science 
professes  to  give,  and  the  general  justification  of  natural  liberty 
which  Political  Ecouomy  is  traditionally  hold  to  include,  and] 
upon  which  its  practical  influence  largely  depends.     Enlightened 
self-interest,   under    the   circumstances  supposed,  will   prompt 
a  man  to  ask  as  much  as  he  can  get :  but  in  the  argument  that 
shows  the  play  of  self-interests  to  lead  to  just  an<l  expedient 
results  it  is  assumed  that  open  competition  will  prevent  any 
individual  from  raising  his  price  materially  above  what  is  re- 
quired for  a  due  reduction  of  the  demand.      The  price  as  thus  , 
determined  competitively  in  an  ideal  market  presents  itself  aal 
[he  fair  and — generally  speaking — morally  jv"7/«i  price,  because  it] 
is  obviously  an  economic  gain  that  the  supply  of  any  commixJityj 
should  be  transferred  to  the  person.'?  who  value  it  most  and  jinm<i| 
facie  just  that  all  suppliers  of  similar  commodities  should  beJ 
paid  the  same.    In  exacting  as  much  as  this,  tlie  self-interest  of 
the  seller  seems  to  be  working  as  a  necessary  factor  iu  the  realiza- 
tion of  the  economic  harmony  of  society  ;  but  any  further  oxac-l 
tion  which  an  accidental  absence  of  competition  may  render! 
possible  shows  egoism  anarchical  and  lUscordant,  and  thercforoj 
no  longer  under  the  a'gis  of  economic  morality.     Such  cxactic 
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could  only  avoid  moral  disapprobation  if  the  exceptional  freedom 
from  competition,  of  which  the  Bcllor  takes  advantage,  were  due 
to  foresight  on  bis  part  which  it  is  for  the  general  interest  to 
encourage:  but  this  case,  I  imagine,  is  rare. 

The  conclusion,  on  the  whole,  would  seem  to  be  that  while  it  u 
generally  extortionate  in  an  individual  to  take  advantage  of  iht 
exceptional  need  of  any  other  individual  to  drive  a  bargain  with 
him  on  harder  terms  than  ho  could  obtain  if  competition  were 
effectively  open,  it  is  not  gcneially  unfair  for  a  elfxss  of  persona 
to  gain  competitively  by  the  unfavourable  economic  situation  of 
any  class  with  which  they  deal; — at  least  when  this  situation  is 
not  due  to  sudden  calamity  incapable  of  being  foreseen,  but  to 
the  gradual  action  of  general  causes,  for  the  existence  of  which 
the  persons  who  gain  arc  not  specially  responsible.  If  such  causes 
diminish  seriously  the  .social  value  of  the  services  of  any  cla.ss, 
some  change  in  their  industrial  position  is  undoubtedly  required 
in  the  interests  of  the  community;  but  the  corresponding  diminu- 
tion of  their  remuneration  is  a  natural  method  of  bringing 
about  this  change, — a  method  which,  though  painful,  is  so 
manifestly  efficacious  that  morality  hesitate.s  to  interfere  with 
it  by  censuring  the  persons  whose  self-interest  prompts  its 
application.  In  extreme  cases,  indeed,  as  where  labour  is  re- 
munerated at  a  rate  insufficient  to  provide  the  necessaries  of 
life  without  an  exhausting  amount  of  toil,  strung  censure  is 
unhesitatingly  passed  by  the  common  moral  sentiment  of  the 
community.  It  seems,  however,  doubtful  how  far  thb  cen- 
sure, as  it  is  usually  applied,  can  be  justified  on  reflection.  For 
if  persons  who  buy  or  sell  to  the  poorest  class  arc  blamed  as 
immoral  for  buying  labour  or  selling  house-room  or  other  comi^| 
modities  at  the  market-price,  there  in  a  serious  danger  that  suclr^ 
censure,  while  it  will  not  prevent  those  necessary  trades  fron\ 
being  carried  on,  will  tend  to  keep  them  in  the  hands  of  jjersons 
of  low  morality,  and  thus  indirectly  aggravate  instead  of  miti- 
gating the  distress  which  gives  rise  to  the  censure.  At  any  rate 
if  we  condemn  "sweaters,"  alop-shop  dealers,  and  other  small 
traders  who  "grind  the  faces"  of  the  poor  by  taking  full  advantage 
of  competition,  it  should  be  rather  for  want  of  benevolence  than 
for  want  of  justice  ;  and  the  condemnation  should  be  extended 
to  other  persons  of  wealth  and  leisure  who  are  aware  of  this 
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disease  of  the  social  organism  and  are  making  no  ofForta  to 
remove  it.  That  such  efforts  ought  to  be  made  is  undeniable: 
but  tlie  exact  form  that  they  will  take  if  most  wisely  directed 
must  depend  upon  the  particular  conditions  of  the  labourers  in 
question. 

§  3.  There  is  another  question  remaining.  If,  on  the  groundi? 
above  explained,  the  fair  price  of  a  commodity  is  the  price  that 
an  ideal  competition  would  determine,  it  seems  to  follow  that  a 
monopolist  who  raises  his  prices  by  an  artificial  restriction  of  bis 
commodity — not  merely  availing  himself  of  the  advantages  of 
natural  scarcity — is  to  bo  disapproved  as  deliberately  sacrificing 
common  to  private  interest.  And  I  think  some  degree  of  dis- 
approval is  generally  felt  for  this  procedure  ;  except  ao  far  as 
the  total  rcwanl  thus  obtained  by  the  monopolist  is  thought  to 
be  possibly  not  more  than  a  normal  remuneration  for  the  total 
labour  and  outlay  that  he  has  been  required  to  give  in  order  to 
bring  his  commodity  to  market — as  may  easily  be  the  case  with 
monopolies  secured  by  patents  or  copyrights.  I  am  not  sure, 
however,  that  the  teacliing  of  'orthodox'  Political  Economy 
has  actually  tended  to  support  this  disapproval ;  because  it  bus 
often  produced  a  blind  confidence  in  the  economic  harmony 
resulting  from  natural  liberty,  which  has  obscured  men's  per- 
ception of  the  opposition  between  the  pecuniary  interests  of 
a  monopolist — even  when  the  monopoly  is  natural — and  (hose 
of  the  community.  This  opposition,  I  think,  has  been  more 
clearly  seen  in  cases  where  the  monopoly  results  from  combina- 
tion: the  raising  of  prices  by  "rings"  is  held  to  be  'sharj) 
'practice'  by  many  traders  and  by  the  general  sense  of  non- 
tradera  In  recent  times,  indeed,  a  disposition  has  prevailed 
among  philanthropic  persons  to  exempt  from  this  disapproval 
combinations  of  workmen  to  raise  wages,  even  when  these  have 
been  seen  to  involve  some  restriction  in  the  supply  of  the 
commodity  furnished  by  the  combining  workmen;  but  there  are 
various  special  reasons  for  this  exception.  1.  So  far  as  such 
combinations  have  aimed  at  resisting  a  fall  in  wages  rather  than 
obtaining  a  rise,  the  result  sought — though  no  less  divergent 
from  the  normal  effect  of  competition — has  not  offended  the 
moral  sense  of  the  community ;  partly  from  a  general  sjTnpathy 
with  the  distress  caused  by  loss  of  income,  and  a  sense  of  the 
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iidvantage  of  protGcting  the  incomes  of  labourers  from  the 
fluctuations  that  the  changes  of  modem  industry  naturally  bring 
witli  them ;  partly  too,  perhaps,  becausej  the  old  prc-economic 
identification  of  '  customary  price '  and  '  fair  price '  has  not 
altogether  lost  its  influence  even  with  the  tlisciples  of  economists. 
2.  Even  when  combinatimis  of  employed  labourers  have  aimed 
at  raising  wages,  the  effort  has  usually  been  made  when  their 
employers  have  been  believed  to  be  making  profits  above  the 
average  ;  and  a  vague  notion  of  implied  partnership  among 
producers  lends  to  this  attempt  a  certain  air  of  resistance  to 
unfair  division  of  gains  among  pnrtners.  3.  The  difficulty  of 
preventing  combinations  of  employers — especially  tacit  com- 
binations— and  the  fact  that  large  employers  have  frequently 
a  partial  monopoly  from  the  very  magnitu<le  of  their  business 
confers  on  the  counter  combinations  of  the  employed,  to  an 
indefinite  extent,  the  character  of  legitimate  self-defence. 
4.  Even  independently  of  combination  on  the  part  of  em- 
ployers, their  services  tend  to  be  purchased  by  society  at  high 
scarcity  values,  owing  to  circumstances  before  explained ;  and 
it  seems  not  illegitimate  that  other  persons  dealing  with  them 
fjhould  make  a  systematic  attempt  to  get  some  share  of  these 
larger  gains,  if  this  can  be  done  in  the  mere  exercise  of  freedom 
of  contract'. 

We  have  seen  in  an  earlier  chapter  that  there  are  various 
other  ways,  not  strictly  involving  violations  of  law  or  contract, 
in  which  individuals  or  combinations  may  promote  their 
interests  at  the  expense  of  the  commimity.  Thus  they  may 
raise  or  maintain  the  price  of  their  services  by  increasing  the 
need  that  others  have  of  them — as  when  solicitors  encourage 
litigation — or  by  resisting  the  introduction  of  more  economical 
methods  of  satisfying  this  need — as  when  artisans  combine 
against  machinery ;  or  again,  within  a  margin  allowed  by  the 
inevitable  vagueness  of  their  contract,  they  may  reduce  the 
quantity  or  quality  of  the  services  that  they  have  engaged  tu 
render* ;  or  they  may  make  what  seems,  rather  than  what  is, 


>  See  Bk.  n.  c.  ix.  §  6,  and  Bk.  in.  c.  vi.  §  fi. 

'  It  is  sometimes  said  tbat  •  every  workman  should  always  do  his  best  work :' 
bat  the  principle  seems  ambignotiB  and  miKleading,  since  in  fact  one  not  nn- 
common  mode  of  enlarging  aneconomically  the  field  of  employinent  for  certain 
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useful,  and  endeavour  to  succeed  by  obtmsive  advertisement 
rather  than  suiMjrior  workmanship.  The  vague  coudenanation 
passed  by  the  moral  sense  of  the  community  on  these  and 
similar  anti-social  practices  tends  to  be  sharpened  by  a  keen 
apprehension  of  their  economic  consequences  :  though  it  would 
seem  to  have  been  rather  blunted  than  otherwise  by  the  influ- 
ence of  the  writings  of  the  laissez  /aire  school,  owing  to  their 
too  optimistic  reliance  on  the  ultimate  tendency  of  mere  self- 
interest  to  elimiuate  the  evils  condemned.  It  may  indeed  be 
tnily  said  that  such  practices  are  often,  in  the  long  run,  contrary 
to  the  interests  of  the  persons  who  have  recourse  to  them  ;  but 
in  other  cases,  especially  when  rendered  respectable  by  custom, 
it  seems  impossible  to  prove  that  they  are  not  really  the 
readiest  way  to  private  gain  ;  and  certainly  they  are  often 
judged  to  be  so  by  the  majority  of  persons  most  keenly  con- 
cerned in  estimating  their  utility  for  this  end. 

§  4.  A  consideration  of  facts  like  these  leads  us  naturally  to 
the  widest  and  deepest  question  that  the  subject  of  the  present 
chapter  suggests ;  whether,  namely,  the  whole  individualistic 
organization  of  industry,  whatever  its  material  advantages  may 
be,  is  not  op(,>n  to  condemnation  as  radically  demoralizing. 
Not  a  few  enthtisitostic  persona  have  been  led  to  this  conclusion, 
partly  from  a  conviction  of  the  difficulty  of  demonstrating  tho 
general  harmony  of  private  and  common  interest — even  if  we 
suppose  a  perfectly  administered  system  of  ijidividualistic  justice; 
— partly  from  an  aversion  to  tho  anti-social  temper  and  attitude 
of  mind,  produced  by  the  continual  struggle  of  competition, 
even  where  it  is  admittedly  advantageous  to  production.  Such 
moral  aversion  is  certainly  an  important,  though  not  the  most 
powerful,  element  in  the  impulses  that  lead  thoughtful  persons 
to  embrace  some  form  of  socialism.  And  many  who  are  not 
socialists,  regarding  the  stimulus  and  direction  of  energy  given 
by  the  existing  individualistic  system  as  quite  indispensable  to 


Icinds  of  labour,  is  to  make  protlucta  more  finiabcd  and  dubomtc  than  is  reqainnl 
for  the  purpoae  for  which  t}iey  are  to  be  a»f(l,  and  to  charf;c  accordingly.  Tho 
right  principle  swms  to  be  that  every  workman  should  do  for  the  purchaser  of 
hia  labour  the  kind  and  amount  of  work  which  Bcema  l)eat  adapted  to  the  pur- 
chaser's endis,  providcxl  the  latter  is  wiU»n«  to  pay  the  price  which  the  reqnisito 
Iiilitjur  would  fetch  if  otherwise  apph'ed. 
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Luman  society  as  at  present  constituted,  yet  feel  the  moral  need 
of  some  means  of  developing  in  the  members  of  a  modern 
industrial  community  a  fuller  consciousness  of  their  industrial 
work  as  a  social  function,  only  rightly  performed  when  done 
with  a  cordial  regard  to  the  welfare  of  the  whole  society,-— or 
at  least  of  that  part  of  it  to  which  the  work  is  immediately 
useful.  From  this  point  of  view  great  interest  attaches  to  the 
development  of  what  is  called,  in  a  special  sense,  'co-operation,' 
by  which  the  conflict  of  interests — either  between  producers 
and  consumers,  or  between  dififerent  sets  of  workers  engaged 
in  the  same  productive  industry, — has  been  more  or  less  sub- 
ordinated to  the  consciousness  of  associative  effort  for  a  common 
good.  Any  experiment  of  this  kind  that  is  economically  suc- 
cessful is  to  be  welcomed  as  a  means  of  education  in  public 
spirit,  no  les.?  than  for  ite  more  material  advantages. 

Meanwhile  it  is  always  open  to  any  individual  who  dislikes 
the  selfish  habits  of  feeling  and  action  naturally  engendered  by 
the  individualistic  organization  of  society,  to  counteract  them 
in  his  private  sphere  by  practising  and  commending  a  voluntary 
redistribution  of  wealth  for  the  benefit  for  others.  This  leads  me 
to  the  consideration  of  the  influence  exercised  by  Political 
Economy  on  the  moral  sentiments  and  judgments  of  instructed 
persons  in  respect  of  this  redistribution. 

§  5.  Ever  since  Christianity  has  been  the  established  religion 
of  Europe,  thoughtful  and  conscientious  rich  persons  have  found 
a  serious  difficulty  in  providing  themselves  with  perfectly  satis- 
factory arguments  in  support  of  the  customs  of  luxurious  private 
expenditure  to  which  they  have  commonly  conformed,  in  view  of 
the  obvious  happiness  that  might  be  produced  by  devoting  their 
superfluous  wealth  in  some  way  to  increase  the  scanty  incomes 
of  the  poor ;  and  it  is  a  matter  of  some  interest  to  consider  how 
fai-  modern  Political  Economy  has  diminished  or  increased  this 
difficulty.  I  conceive  that  it  has  operated  tu  a  considerable  extent 
in  both  directions;  so  that  its  resultant  effect  is  rather  hard  to 
ascertain.  On  the  one  hand,  it  has  exploded  the  cnmt'ortable 
belief  that  the  luxurious  expenditure  of  the  rich  is  on  the  whole 
the  source  of  wages  to  the  poor; — it  has  pointed  out  that  though 
labour  is  no  doubt  employed  in  making  the  luxuries,  still  if  the 
money  spent  in  them  were  given  to  the  poor,  labour  would  be 
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no  less  employed  in  making  the  additional  comforts  of  the 
latter ;  they  would  get,  speaking  broadly,  the  same  wages  and 
the  gifts  as  well.  Again,  apart  from  any  particular  doctrines, 
the  general  habit  of  contemplating  society  in  its  economic 
aspect  tends  to  impress  powerfully  on  the  mind  the  great 
waste  of  the  material  means  of  happiness  that  is  involved  in 
the  customary  expenditure  even  of  the  most  respectable  rich 
persons.  Oa  the  other  hand,  though  Political  Economy  has 
hardly  had  anything  positively  new  to  teach  to  experienced 
persons  with  regard  to  the  dangers  of  almsgiving,  it  has  cer- 
tainly tended  to  make  the  common  view  of  these  dangers  more 
clear,  definite  and  systematic.  It  has  impressed  forcibly  on 
instructed  minds  the  general  rule  that  if  a  man's  wants  are 
supplied  by  gift  when  he  might  have  supplied  them  himself  by 
harder  work  and  greater  thrift,  his  motives  to  industry  and 
thrift  tend  to  be  so  far  diminished ;  and  not  only  his  motives,  but 
the  motives  of  all  persons  in  like  circumstances  who  are  thereby 
led  to  expect  like  gifts  for  themselves.  If,  indeed,  almsgiving 
could  be  confined  to  the  relief  of  distress  against  which  pro- 
vision could  not  have  been  made,  this  danger  would  be  eliminat- 
ed ;  but  it  is  obvious  that  any  important  and  widespread  source 
of  distress,  though  perhaps  incapable  of  being  foreseen  in  any 
particular  case,  is — by  the  very  fact  of  its  frequency  and  im- 
portance— capable  of  being  foreseen  as  a  general  probability,  so 
that  provision  may  be  made  against  it  by  insurance  or  other- 
wise. If,  finally,  it  be  said  that  the  poorest  class  of  labourers 
have  no  superfluous  wealth  from  which  to  make  such  provision, 
Political  Economy  answers  with  undeniable  force  that  they  can 
at  any  rate  defer  the  responsibility  of  increasing  the  population 
until  they  have  saved  the  minimum  required  for  security 
against  the  pecuniary  demands  of  ordinary  misfortunes.  It  is  no 
doubt  possible  for  an  almsgiver  in  particular  cases  to  convince 
himself  that  his  gift  is  not  likely  to  entail  any  material  en- 
couragement to  improvidence ;  but  he  can  rarely  be  quite  sure 
of  this;  and  the  general  sense  that  care  and  knowledge  are 
required  even  to  minimize  the  danger  has  caused  almsgiving  to 
be  now  regarded  as  a  difficult  art,  instead  of  the  facile  and 
applauded  indulgence  of  the  pleasurable  impulses  of  benevo- 
lence that  it  once  seemed  to  be.    From  such  an  art  selfish. 


Chap.  IX.]  AND  PRIVATE  MORALITY.  "i^o 

inert,  or  frivolous  persons,  if  duly  instructed,  have  a  natural 
disposition  to  keep  altogether  aloof  But  there  is  reason  to 
hope  that,  in  minds  of  nobler  stamp,  the  full  perception  of  the 
difficulties  and  risks  attending  the  voluntary  redistribution  of 
wealth  will  only  act  as  a  spur  to  the  sustained  intellectual 
activity  required  for  the  successful  accomplishment  of  thi.<< 
duty. 


cavbriooe:  fhintkd  bt  c.  i.  clay,  m.a.  and  sons,  at  the  unrvEBstxT  viif.rb. 
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